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America’s gamble

Virus rages on as Vegas once again
spins the wheel —ebwarp LUCE, PAGE 3

WORLD BUSINESS NEWSPAPER

China’s hotel fiasco

The mystery behind the failed sale of
Anbang’s chain — sic READ, PAGE 15

USA $2.50 Canada C53.00

Bargaining chips
The US must up its game with tech
production — INSIDE TECH, PAGE 6

Delhi deaths
Official tally
under dispute

A worker sprays disinfectant at a
vegetable market in New Delhi, India,
after the country eased its nationwide
lockdown yesterday.

Deaths related to Covid-19 in India’s
capital have been vastly under-reported,
according to data acquired by the Finan-
cial Times from hospitals inthe city.

Senior doctors at five of New Delhi’s 15
hospitals treating coronavirus cases said
many more patients were dying than
official figures suggested. The five hos-
pitals alone suffered a death toll of 654
when suspected cases — patients who
showed virus symptoms but died with-
out testing — were also included: more
than the official tally of 523 deaths for
the entire New Delhi region.

Data point to under-reporting page &

» US troops to be pulled out of Germany
The former US ambassador to Germany has
confirmed that the US plans to withdraw troops
from Germany, in a further blow to a transatlantic
relationship that is already under strain.— pacE 2

» Gupta wields axe to slash GFG costs

UK metals magnate Sanjeev Gupta has launched a
drive to slash costs by 30 per cent across GFG
Alliance, his global steel and energy empire, to cope
with the fallout from the pandemic— pace &

» Snap in push towards superapp model
of their apps into its platform, a

clear move by a western group

Snap is inviting developers to

build slimmed-down versions 8 ﬂ\
to emulate the Chinese ;
“superapp” model.— PAGE & ap!

» Return to hiring eases US jobless data
The number of Americans seekingjobless benefits
eased further to 1.5m last week, following an
unexpected return to recruitment as the US reopens

Kavies Galiana/AFP after 12 weeks of virus-led shutdowns.— paGe 3

Global stocks tumble on second
wave fears and economic outlook

e Fed caution ends rally @ Worst one-day falls since March e Trump bullish despite data

PHILIP GEORGIADIS AND
PHILIP STAFFORD — LONDON
HUDSON LOCKETT — HONG KONG

Global stock markets fell sharply yester-
day as a three-month rally wasjolted by
the Federal Reserve’s dire assessment of
US economic prospects and renewed
concerns over a second wave of corona-
virus.

Shares on Wall Street and in Europe
suffered their worst one-day falls since
the depths of the March market crash, a
day after the Fed said that the world’s
largest economy faced a long path to
recovery from the pandemic.

The S&P 500 was down more than 4
per cent at midday in New York, while
the Nasdaq Composite fell 3 per cent,
retreating from itsall-time high.

The Stoxx 600 index, Europe’s bench-

mark, tumbled 4.1 per cent; the UK’s
FTSE 100 closed down 4 per cent; and
the German Xetra index fell 4.5 per cent.

Government bonds rallied as inves-
tors sought safer parts of the market.

The Fed indicated that interest rates
would remain close to zero until the end
of 2022 while data yesterday showed US
unemployment claims remained at his-
toric highs, reflecting the economic
damage caused by the pandemic.

“The Fed remains deeply concerned
about the trajectory of the recovery,”
said Anna Stupnytska, head of global
macro at Fidelity. She added that “risks
related to subsequent waves of infec-
tion, the upcoming elections, weak glo-
bal recovery and trade tensions” were
likely to complicate the recovery path.

The Vix volatility index, nicknamed

Wall Street’s “fear gauge”, rose 21 points,
its biggest one-day jump since March.

President Donald Trump weighed in
on Twitter as the equity sell-off acceler-
ated. “The Federal Reserve is wrong so
often,” he wrote. “I see the numbers
also, and do MUCH better than they do.
‘We will have a very good Third Quarter,
a great Fourth Quarter, and one of our
best ever years in 2021. Wewill also soon
have a Vaccine & Therapeutics/Cure.
That's my opinion. WATCH!”

Some investors said that the stocks
sell-off was linked to nerves about
stretched valuations after a breathtak-
ing rally led to US markets erasing virus-
related losses. It had been underpinned
by hopes of a quick economic recovery
and extensive stimulus packages.

“Equities are selling off despite the

» VW admits to mistakes over video ad
AVolkswagen probe into an advert of a dark-skinned
man being flicked by a large white hand found no
indication of “racist intent” amongits staff, butit
admitted that mistakes were made.— PAGE 8

» Ahrendts takes board role at WPP

WPP has appointed Angela Ahrendts, the ex-chief of
Burberry and head of retail at Apple, toits boardina
sign of the advertising group’s aim to better combine
the tech and creative sides of its business.— PaGEe 8

» NetEase shares leap on HK debut

The tech group surged on its Hong Kong debut after a
$2.7bn secondary offering, as tension between
Washington and Betjing prompts more Chinese

Fed, not because of the Fed,” said Paul
O’Connor, head of the multi-asset team
at fund manager Janus Henderson
Investors. “Some forms of speculative
activity are the highest seen in years.”
Concerns over another wave of infec-

companies to raise cashin the city state.— pace 10
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German anti-racism stand
leads to soul searching

Germany has seen the largest protests
in Europe sparked by the killing in the
US last month of George Floyd. The
mass mobilisation is as inspiring for
social scientists and activists as it is
puzzling; protests over homegrown
racist attacks have had far smaller
turnouts. Deep fies with the US black
music that many Germans grew up
with and a strong anfi-Trump feeling
are being cited as reasons Germans
feel Floyd's death had such an impact.
Analysls » PAGE2

PETER FOSTER — BRIGHTON
GEORGE PARKER — LONDON

The British government has aban-
doned its plan to introduce full border
checks with the EU on January 1 as min-
isters come under mounting pressure
from business not to compound the
chaos caused by coronavirus.

In a significant policy U-turn, Michael
Gove, the cabinet office minister, has
accepted that businesses cannot be
expected to cope with Covid-19 and
simultaneously face the prospect of dis-
ruption at the border at the end of the
post-Brexit transition period.

Instead of full checks, the government
will now introduce a temporary light-
touch regime at UK ports such as Dover
for incoming EU goods, in both a deal
and no-deal scenario. However, officials

| Coronavirus forces Britain to péll'folfm
U-turn on post-Brexit border controls

from the UK are likely to face full checks
as they enter France.

“We recognise the impact that coro-
navirus has had on UK businesses,” a
Whitehall official said. “As we take back
control of our laws and borders at the
end of this year, we will take a pragmatic
and flexible approach.”

The move, which is expected to be
announced ahead of a drive to ramp up
“no-deal” preparations next month, isa
sharp U-turn from February when Mr
Gove said goods coming from the EU
would face the full range of checks.

“We want to help business adjust to
the changes and opportunities of being
outside the single market and customs
union,” the official said. An announce-
mentcould come as early astoday.

Another person briefed on the prepa-
rations said the approach would be

drawnup in September 2019 that priori-
tised the flow of goods over border for-
malities. The measures are expected to
last for six months.

The UK hopes that the EU side will
reciprocate by reintroducing the no-
deal measures that the European Com-
mission had previously tabled, on areas
from aviation to trucking permits, but
have since lapsed.

However, Sam Lowe, a trade expert
with the Centre for European Reform
think-tank, warned that it was unlikely
that the EU, which has already invested
heavily in new port infrastructure and
personnel in Calais and Rotterdam,
would reciprocate fully. “The most we
can hope from the EU is what they
agreed last time, in terms of no-deal
mitigations, but I wouldn’t expect them
to waive animal health and plant prod-

concede that goods flowing to the EU  closer to the no-deal arrangements uctchecksforexample,” he added.
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Mnuchin savs US cannot shut down
economy again as cases increase

US Treasury secretary Steven Mnuchin yesterday said
the economy could not be closed down again, even as
states across the west and south recorded a jump in
cases after loosening the lockdown.

“We can't shut down the economy again. I think
we've learnt that if you shut down the economy, you're
going to create more damage,” he told CNBC.

The rise in cases weighed on markets, with the
8&P 500 down 2.5 per cent.

Finland excludes Swedes from list of
neighbours allowed to cross border

Finland will open its borders on Monday to other Nor-
dic and Baltic countries, except Sweden due to its con-
tinued high level of coronavirus infections.

Visitors from Denmark, Iceland, Norway, Estonia,
Latvia and Lithuania will be able to visit Finland with-
out quarantine. The decision follows the opening up of
Norway and Denmark to each other. More than 10
times the number of Swedes have died from coronavi-
rus than Norwegians relative to their population size.

Protesters mark Brazil’s death toll

An activist attends a demonstration organised by Rio de
Paz, a non-governmental organisation, during which
graves were dug on Copacabana beach, Rio de Janeiro,
symbolising Brazil's dead from coronavirus

Australian states urged to reopen
borders for speedier recovery

Australia’s treasurer has called on states to reopen their
borders to allow domestic travel and aid the country’s
economic recovery.

Josh Frydenberg said “closed borders cost jobs” and
pointed to Queensland and its A$30bn (US$21bn)
annual tourism earnings as an example of the impor-
tance of the sector. If all Covid-19-related restrictions
were eased, 850,000 could get back to work and A$9bn
could be added to the economy each month, he added.

Mexico posts record drop in industrial
output following April restrictions

Mexico's industrial production slumped by a record
29.6 per cent in April as Covid-19 restrictions hit Latin
America’s second-biggest economy. Mexico locked
down all but essential industries in April and May and
most activity in all 32 states remains on hold.
Construction output fell 32.8 per cent in April com-
pared with March, while manufacturing output
dropped 30.5 per cent and mining 5.6 per cent. Car pro-
duction, construction and mining have all been added
tothe list of essential activities now allowed to resume.

Cases so far

7,415,319

and 17,546 deaths by 5.30pm BST on June 11
Source: Johns Hopkins University, CSSE

Read more at f.com/coronavirus

INTERNATIONAL

Nato tension

Trump ally signals Germany troops exit

Ex-envoy appears to
confirm reports that 30%
of US personnel will leave

GUY CHAZAN — BERLIN
MICHAEL PEEL — BRUSSELS

JAMES SHOTTER — WARSAW

The former American ambassador to
Berlin, Richard Grenell, has confirmed
that the US plans to withdraw troops
from Germany, in a further blow to a
relationship already under strain.

Mr Grenell, an ally of President Don-
ald Trump, told daily Bild Zeitung that
“American taxpayers are getting a little
bit tired of paying too much for the
defence of other countries”. He said Mr
Trump had been making that “very
political point” for a “longtime”

The Wall Street Journal reported last
week that the US intended to remove

9,700 US troops stationed in Germany,
which is about 30 percent of the current
force. The Trump administration has
not confirmed the move, which has
sparked US opposition at home, includ-
ing from Republicans in Congress.

The report caused consternation in
Germany, which sees the US military
presence as a symbol of a commitment
to defending its European allies. There
were fears a withdrawal would embold-
en Russia, which has been keen to ex-
ploit divisions between Nato members.

German authorities initially declined
to comment, but on Wednesday Berlin
said ministers had been informed the
US was “considering” reducing its mili-
tary presence, but not whether a final
decision had been made. Mr Grenell
appeared to confirm the exit, saying it
wotlld leave a total of 25,000 US troops
in Germany. “That doesn’t seem like a

small number to me,” he pointed out.  +

Some German media had suggested Noone
Mr Trump had decided to withdraw should be
troopsina fit of pique, after Angela Mer- :
kel, German chancellor, declined to att- surp rised
end a G7 summit he was to host this that Donald
meonth in the US, citingthe pandemic. : ot

Mr Grenell, who recently stepped L br]llgl ng
down as ambassador, reportedly o join  the troops
Mr Trump’s 2020 re-electioncampaign, | ome’

said there was no connection. He said
there had been a debate about reducing
troop numbers in August and Septem-
ber 2019, and that the German media
haddismisseditatthetime.

“Then we went to the Nato summit in
London last September, and we talked
about the troop withdrawal then,” he
added. “Nooneshould be surprised that
Donald is bringing thetroops home.”

Mr Grenell placed the proposed move
in the context of plans to quit military

Richard Grenell

theatres, such as Afghanistan, Syria,
Iraq, South Korea and Japan.

The re-emergence of the pullout plan
has alarmed European officials, who are
concerned about the fraying of the
transatlantic alliance. The US president
branded Nato obsolete on the campaign
trail and has since attacked European
countries and Berlin in particular for
failing to spend more on their militaries.

European officials hope the plan can
still be averted or softened by opposi-
tion from inside the administration or
Congress. Almost two dozen Republi-
cans in the House of Representatives
wrote to Mr Trump this week urging
him to reconsider the move because of
continuing “threats” posed by Russia,

“It's not a done deal,” one European
diplomat insisted. “There is still a large
US commitment to security and defence
in Europe.”

Activists fear huge protests at
Floyd killing will fade without

addressing domestic attitudes

ERIKA SOLOMON — BERLIN

The crowds swelled into Berlin's Alex-
anderplatz — a sea of black T-shirts and
face masks, chantingagainst racism and
demanding justice. But it was not for
victims of the attack on shisha bars in
the German town of Hanau in February,
or those shot dead outside a synagogue
last year. It was for the killing of an
African-American man, 7,000km away
in Minneapolis.

The “silent demonstrations” across
Germany last Sunday saw nearly 90,000
people turn out — the largest protests in
Europe sparked by George Floyd's death
in police custody last month. For pro-
testers and onlookers, activists and
social scientists, the mass mobilisation
in Germany is as inspiring as it is puz-
zling — and for many, it has sparked
some soul searching.

Vincent Bababoutilabo from antira-
cism group Initiative for Black People in
Germany (1SD), said witnessing the out-
pouring was bittersweet. In the wale of
protests across Europe, ISD has received
nearly €3,000 in donations per day.

“T am really happy the mainstream is
getting involved,” he said. “But I
couldn’t help but wonder: Where were
allof you when we had people murdered
in Hanau?”

Protests over homegrown racist
attacks in the past year had smaller
turnouts. The far-right-motivated
shooting in Hanau, near Frankfurt, of
nine people, most of whom were of
Kurdish and Turkish origin, led to
around 10,000 taking to the streets.

Germany has not faced the same level
of accusations of police brutality
towards ethnic minorities. But deep
political tieswith the US — and the Black
American music and culture many grew
up with — is one reason Germans feel
Floyd's deathhad such animpact.

Some activists suspect Germany sees
racism as more of an American prob-
lem, and sense a heavy dose of hostility
toward Donald Trump in the turnout.

A Pew survey this year showed Ger-
many was where the US president gar-

Solidarity:
protesters in
Berlin on
Sunday were
among 90,000
across Germany.
But some

activists would
like to see more
attention paid to
allegations of
discrimination
and police
brutality at

home —amer
Messinger/EPA-EFE/
Shutterstock:

Europe. Demonstrations

Germans urged to tackle racism at home

nered the lowest level of public trustin
Europe, amid deteriorating transatlan-
tic relations. Germany’s tradition of
anti-American activism — from protests
against the Vietnam war in the 1960s to
anti-nuclear marches two decades later
—alsohelps explain the reaction.

“It’s easy to hate Trump, he’s like a
caricature. But I worry people would
rather protest [against] things happen-
ing in America, rather than holding
themselves to account,” said Anna, a
university student who joined 25,000
protesters in Munich.

Statistics from the Pederal Anti-Dis-
crimination Agency show an increase in
discrimination cases, while a poll by the
Friedrich Naumann Foundation for
Freedom found just 51 per cent of
respondents believe Germany has a
problem with xenophobia and racism.

Meanwhile, several state govern-
ments are introducing stricter over-
sights after the discovery of neo-Nazi
cells that included members from the
police and military.

Germany has been primed for mobili-

sation since the mass civil response to
help nearly a million refugees in 2015,
stoking fierce opposition and support
alike, Swen Hutter, of the Berlin Social
Science Center (WZB), said.

The country was already witnessing a
new era of protest — interrupted by the
pandemic — from massive environmen-
tal demonstrations to the 250,000 who
joined the 2018 Unteilbar [Indivisible]
march in Berlin against racism, one of
the biggest in Germany’s postwar his-
tory. The spate of far-right killings has
reminded Germans of the current of
racist violence running beneath them.

The recent demonstrations were
organised by young German influencers
on Instagram, not traditional activist
networks, opening up a larger and
younger population.

Politicians have taken note. The head
of the left-of-centre Social Democratic
party (SPD) parliamentary bloc, 8askia
Esken, warned Germany should be
looking at “latent racism” among its
own security forces.

Her statement was welcomed by the

leftand Germany’s Green party; butcrit-
icised by some of her fellow party mem-
bers and their conservative governing
partners, the ruling Christian Demo-
cratic Union (CDU) and CSU.

Interior minister and CSU politician
Horst Sechofer said: “The accusation of
latent racism in the German police is
absolutely incomprehensible to me.”

The police union said: “The idea that
the German police are latently racist is
nothing more than a conspiracy theory.”

Chima Ugwuoke, an activist with the
group In*vision, said such debates
made her worry the wave of antiracism
activism may be shortlived. She pointed
to 93 arrests after the Alexanderplatz
protests, many of them of ethnic minor-
ities and two of which involved police
holding down and hitting black men.

“You feel like [the protests] add to
this German image that ‘we’re all
against racism’ — and that supports the
picture they always want to create,” she
said. “But we are the ones who stay to
deal with the racialised police brutality
that happens after.”
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Ending lockdown

Spain targets ‘surgical’ measures to keep virus under control

DANIEL DOMBEY — MADRID
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Spain plans to use “surgical” restric-
tions and improved detection to keep
coronavirus under control once the
lockdown ends this month, but it can-
not rule out more swingeing measures,
the two most senior officials heading
the battle against the pandemic said.

Salvador Illa, health minister, and Fern-
ando Simén, the chief epidemiologist
leading the fight against the virus, said
that future outbreaks would be inevita-
ble after lockdown ended. But they
argued that these were set to be con-
tained more swiftly than before, when
Spain’s volume of infections gave it one
of the world’s highest death rates, al-
though cases have since fallen sharply.
Mr Illa said that after emergency pow-
ers lapsed on June 21, the government
would use existing laws to respond to
new outbreaks. He called this a “very
surgical form of action” that would
allow the compulsory quarantine of spe-
cific groups and curbs on activities in
affected areas. He compared it to meas-
ures the government took in February,
when it imposed a mini-lockdown on a
hotel in Tenerife where the virus had

been detected. Mr Illa said: “If we are
talking about a generalised outbreakk we
would have to return to the lockdown
mechanism, but where we are, with how
the epidemic has developed, we don’t
think this is going to happen.”

MrIlla and Dr 8imén have been at the
centre of controversy about the lock-
down, one of the toughest in the world,
and the events that led up to it. There
has also been mounting scepticism over
Spain’s statistics, particularly the offi-
cial death tally since the pandemic
began. This total has now been “frozen”
while underlying figures are revised to
correct flawed data corresponding to
earlier stages in the outbreak.

The two officials said the country’s
focus had shifted to identifying new
sources of infection as quickly as possi-
ble, with individual rather than aggre-
gate data, and moving quickly to isolate
infected people and their contacts.

Dr Simon said that at present about
50 per cent of all new cases were linked
to other people who had previously
tested positive. The goal is to get that
proportion as close as possible to
100 per cent as Spain prepares to end
lockdown, reopen to international tour-

ismon July1, and awaits the autumn flu
5€2S0I.

“If we can identify the origin of all of
the cases, we can make sure that any
outbreaks are limited and controlled,”
said Dr $imén. “If not, it implies that we
don’t know where the transmission is
coming from, and it means it is getting
away fromus.”

At present, he said, there were only
scattered outbreaks in Spain. The value
R, the rate at which the virus spreads,
had been below 1 for weeks and was as
low as 0.3 to 0.4 if calculated from the
firstonset of symptoms.

According to government figures, the
number admitted to hospital over the

Recovery: a Madrid virus patient
waves as he leaves intensive care

past week with confirmed cases was
only 139; just 12 entered intensive care.

“The lockdown worked,” said Mr Illa.
“We have taken some very tough deci-
sions, but they have been efficient.”

About 60,000 with apparent symp-
toms are tested each week, of whom
about 5 per cent, or 3,000, are found to
have Covid-19. Their contacts are tested,
about 10 per cent of whom are found to
be positive. It is these who account for
about half of all new cases eachweek.

Meanwhile, up to 40 per cent of those
testing positive are asymptomatic and
appear to not have widely spread the
disease. Dr 8imoén said that when inter-
national travel resumed, some
imported cases would be inevitable,
whether from tourists arriving or Span-
ishnationals returning home.

“These cases will come; the important
thing is to detect them quickly and man-
age them,” he said. He acknowledged
that doing so will be more complex than
dealing with domestic cases, as it will
involve tracing possible contacts from
the plane to the hotel and in-between.

Rules for after June 21 include wear-
ing masks in public where social dis-
tancing of 1.5m cannot take place.
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Powell delivers dovish message

based on lessons of past recession

Fed chairman reveals dire assessment of prospects and need for big dose of support

JAMES POLITI — WASHINGTON
COLBY SMITH — NEW YORK

Jay Powell could have used this week’s
meeting of Federal Reserve policymak-
ers to project confidence that the US
economy had turned a corner after the
shock of the coronavirus pandemic,
with the jobs market showing signs of
early recovery and equity prices contin-
uing to rally.

Instead, the Fed chairman and his fel-
low monetary policymakers reinforced
their dire assessment of the country’s
economic prospects for the coming
years, which will require a heavy dose of
support from the US central bank for
just about as far over the economic hori-
zon asthey can see.

In their first economic projections
since December, Fed officials estimated
that by 2022, the USwould still be facing
5.5 per cent unemployment, far higher
than pre-coronavirus levels, with core
inflation at 1.7 per cent, still below its
target of 2 per cent. Crucially, the fore-
casts showed that almost all topFed offi-
cials expected to keep interest rates
close to zero through to the end of 2022
— offering not the slightest hint of an
early tightening.

“It’s very clear to me that Powell has

‘It is pretty clear [Powell] is
highly focused on making
sure the labour backdrop
has ample time to heal’

learnt what not to do after seeing
what happened in the wake of the last
recession,” said Tim Duy, a professor of
economics at the University of Oregon.
“Back then, the Fed quickly talked
about reversing the balance sheet, they
talked about normalising interest rates,
they really sent signals that it was going
to be a short-term phenomenon, which
led to tighter financial conditions and
slowed the recovery. Powell is not going
to make thatsame mistake.”

It was not just the forecasts that were
dovish. The Fed chairman underscored
the message during his news confer-
ence, saying he was “not even thinking
about thinking about raising rates” and
highlighting his concern that millions of
Americans may fail to quickly recover
their jobs even as restrictions on eco-
nomic activity are lifted. Mr Powell also
noted that the central bank had to
be “humble” about its ability to move
inflation up. David Leduc, chief invest-
ment officer for active fixed income at
Mellon, said: “Powell has been clear that
this is an unprecedented shock . .. he
went out of the way to note that there is
stillalot of risk in the economy.”

Tom Porcelli, chief US economist at

censure.

GLOBAL INSIGHT

Americans are losing
the stomach to
continue virus battle

tis an odd moment to surrender to coronavirus. Right

and left, conservative and liberal — all parts of the US

spectrum embraced the language of war. The meta-

phor was clearly too glib. Downgrading the fight now

would be like George Washington taking a vacation
after crossing the Delawareriver.

Mission accomplished only works when there is a vac-
cine, which is at least a year away. Yet large parts of the
country, including President Donald Trump, are taking
wvictory laps. Little surprise that Anthony Fauci, the most
trusted face of American science, is no longer pictured
anywhere near Mr Trump. His last televised White House
appearance was in April. This week Dr Fauci said the pan-
demic was “not close to over yet”.

The same cannot be said for the task force to which he
belongs, which is being wound up. That signal needs no
decoding. The White House has lost any interest in prose-
cuting the war, which is now the preserve of the states.

A fewweeks ago Europe was far ahead of the US interms
of mortality rates. They have now switched places. Amer-
ica continues to lose about 1,000 people a day — and in
some states that are relaxing social distancing rules, infec-
tionand hospitalisation rates are rising.

This week Berkeley scientists estimated the US had pre-
vented 60m infections by taking early lockdown meas-
ures. That is roughly 250,000 deaths that did not happen.
The period the scientists analysed was up to April 6, which
implies many more lives have been saved since then.

That discipline is now dissolving. Mr Trump will restart
his re-election campaign next week with a full-blown rally
in Oklahoma, his first since early March. That will give a
green light for Americans to crowd together again without

Las Vegas is broadcasting even starker images. Its slot
machines are ringing again. To judge by the footage, most

Tough times:
people wearing
masks listen to
instructions at
a pop-up food
pantry in the
Brooklyn
borough of New
York. Below,

Jay Powell
Demetrius Freemany
Bloomberg; Kevin Lamarque/’
Reuters

REC Capital Markets, said: “It is pretty
clear that [Mr Powell] is highly focused
onmakingsure the labour backdrop has
ampletimeto heal”

Investors were reassured not only by
Mr Powell’s remarks but also by the
Fed’s decision to place a floor under its
asset purchases programme, rather
than continue to reduce the pace as it
has been doing on a weekly basis since
the beginning of April.

Inits statement, the Fed said it would
increase its holdings of US Treasuries
and agency mortgage-backed securities

“at least at the current pace to sustain
smooth market functioning”. Later on
Wednesday, it announced plans to buy
about$80bn of Treasuries between June
12 and July 13, maintaining its roughly
$20bn aweekrate.

During his news conference, Mr Pow-
ell pushed back against criticism that
the Fed’s easy money policy had unduly
lifted asset prices — particularly the
share values of risky companies — and
risked destabilising markets in future
and exacerbating economicinequality.

“What our tools were put to work to
do was to restore the markets to func-
tion, and I think some of that has really
happened . . . and that's a good thing,”
Mr Powell said. “I think our principal
focus is on the state of the economy, and
on the labour market, and oninflation,”
he added, dismissing “the concept that
we would hold back because we think
asset prices are too high” as detrimental
to “the people that we are actually
legally supposed to be serving”.

Investors expect riskier assets to do
particularly well as the Fed has commit-
ted to support the economy and the
smooth functioning of the markets.

Rather than putting the brakes on Fed

support because of an unhealthy spike
in financial markets, Mr Powell sug-
gested there was a greaterlikelihood the
Fed would take further action to bolster
the US economy if it falters more than
expected, either because of a second
wave of Covid-19 infections or an under-
whelming next round of fiscal stimulus.

Having previously ruled out negative
rates, the Fed chairman said central
bankers were discussing potential
moves including “explicit” forward
guidance on rates, which would tie any
increases to particular macroeconomic
milestones or dates, and a more struc-
tured asset purchase programme. He
said the usefulness of so-called yield
curve control — targeting specificinter-
est rates depending on the duration of
debt — was still an “open question”, indi-
cating it was not the first option.

“They are so far from their
goals . . . the focus is really going to be
on ‘are we doing enough?’,” said Kathy
Jones, chief fixed-income strategist at
Charles schwab. “The door is open if we
get disappointing economic news or we
get something that is particularly nega-
tive, like no more fiscal policy help.”

See Editorlal Comment

Unemployment

US jobless claims ease as reopened economy sets off burst of hiring

MATTHEW ROCCO — NEW YORK

The number of Americans seeking
unemployment benefits eased further
to 1.5m last week, following an
unexpected return to hiring as the
US reopens its economy after 12
weeks of coronavirus-related shut-
downs.

The seasonally adjusted 1.54m initial
jobless claims for the week ending on
June 6 were down from 1.9m the week
before, according to the US labour
department, marking the 10th weekly
decline. Economists polled by Reuters

had expected 1.55m claims in the latest
week.

The federal Pandemic Unemploy-
ment Assistance programme, which
extended aid to the self-employed or
otherindividuals who would not qualify
for regular unemployment compensa-
tion, totalled 705,676 new applications,
down from 796,813.

‘While jobless claims have slowed, the
unemployment rate at 13.3 per cent
remains at historic levels and above its
peak during the 2008-09 financial cri-

sis, highlighting the depth of the corona-
virus-fuelled recession and the financial

impact for millions of Americans. A
total of 44.2m worlers have filed first-
time unemployment claims since the
start of the pandemic.

Continuing claims, which count the
number of people actively collecting
benefits, fell to 20.9m during the last
week in May from nearly 21.3m,
accounting for 14.4 per cent of the worl-
force. The so-called insured unemploy-
ment rate, whichwas 14.6 per cent in the
previous week, is considered an alterna-
tive measure of joblessness.

Jobless claims have fallen gradually
from their peak of 6.9m, and continuing

1.54m

Initial jobless claims
for the week ending
June 6, down from

1.9m In week before

13.3«

Unemployment rate
Is at historic levels
and above Its peak
during the 2008-09
financlal crisls

claims are down from a recent high of
24,9m, as people began returning to
work and Washington’s $3tn fiscal stim-
ulus flowed to individuals and small
businesses.

Some companies, particularly in
ecommerce and logistics, have made
thousands of new hires with consumer
demand shifting online.

Economists were caught off guard
when US employers added 2.5m jobs in
May, far better than the 8m lay-offs that
were forecast. It marked a sharp turn-
round from the 20.7m jobs lost in April

punters are not wearing

masks. Forget war. Going T o White House
for the jackpot is a more . i
fitting metaphor for has lost interestin
America’s coming pan- pl‘OSﬁCllti]lg the
demic summer.

As scientists keep War, NOW the
rremir g 5, £ i preserve of states

respects no boundaries.
Unfortunately that

applies as much to the Black Lives Matter protests as it
does to armed paramilitaries crowding their state capitals.
This has blunted the Democratic party’s ability to criticise
Mr Trump for filling the stadiums, as he is lilely to do next
week. Covid-19 does not distinguish between decent peo-
ple and white nationalists. In a deeply polarised nation,

ideology beats science.

Sowhat is likely to happen? The most likely outcome is a
second coronavirus wave in the coming months. Many
assume the virus goes quiet when the temperature rises.
Thereis noscientificconsensus on this.

One of America’s fastest-rising infection rates is in Ari-
zona, where temperatures have not dropped below 90F
(32C) in two weels. India, which is approaching monsoon,
has one of the world’s fastest-rising infection rates. On
Sunday, 136,000 new people were infected worldwide, a
record for one day. One inseven of those was American.

Arelated outcome is the impact on the November elec-
tion. As the lockdown eases, short-term economic activity
will pick up. That is Mr Trump's only hope of regaining

office.

Opinion polls show Joe Biden extending his lead into
almost forbidding territory, except on the economy. Mr
Trump is trailing overall by double digits. But America’s
voters are still ambivalent about which of the two presi-
dential candidates is best placed to revive the economy.

The chances that Mr Trump will bring Dr Fauciback on
to the podium are thus very low. The voice of science is the
last thing the president wants to hear. Which means that

the third — and longest-lasting — outcome is likely to be
America’sdamaged global standing.

Inthe pandemic’s early stages, the world watched the Us
squander its time advantage by playing down the threat.
Mr Trump should take the brunt of the blame. One or two
Democratic mayors were also notably complacent.

The US is now on the verge of leaving the battlefield
before the waris over. To be sure, tens of millions of Ameri-
cans will continue to follow guidelines. But a country is
only as strong as its collective will to break the infection
chain. The result will be a “patchwork pandemic”.

Having the world’s best laboratories will come to naught
if Americans refuse to fight side by side in the same war.

and 1.4m cutsin March.

edward.luce@ft.com

US. Election poll

Trump fights strong antiracism tide in White House contest with Biden

President’s angry outbursts

against demonstrators risk

alienating swing voters

DEMETRI SEVASTOPULO — WASHINGTON

After months of blaming China for coro-
navirus and in recent weeks attacking
the nationwide antiracism protests
sparked by George Floyd’s death, Don-
ald Trump this week found a fresh tar-
get:aCNN election poll.

The Trump campaign asked CNN to
retract a poll, which showed Joe Biden
14 points ahead of the president nation-
ally — the biggest margin this year for
the former vice-president and Demo-
cratic presidential nominee.

“This is what can happen when one is
in the bunker,” said Doug Heye, a
Republican strategist, adding that it was
a “classic example” of staff impressing a
boss by “fighting” for him despite no
chance of success.

The Trump campaign has hit turbu-
lence five months from election day.
Earlier this year, Mr Trump was riding
high on a strong economy and soaring
stock market after his impeachment
trial aoquittal.

Now, he faces multiple crises that can-
not be solved by tweet. As the Covid-19
death toll has topped 100,000 and 40m
Americans have lost their jobs, he is
struggling to make the case for his re-
election. An outcry against systemic
racism and rapidly shifting public opin-
ion have also undermined the appeal of

the president’s nativist rhetoric among
crucial independent voters.

MrBiden has an average national lead
of 8 points, according to Real Clear Poli-
tics. He is also ahead in many swing
states that Mr Trump won in 2016,
including Wisconsin, Florida, Pennsyl-
wvania and Arizona.

Mr Trump has only a very narrow
lead in Texas, a state that has not voted
for a Democrat since Jimmy Carter won
the White House in 1976.

struggling to regain the narrative, Mr
Trump has reverted to the “law and
order” message he used in 2016 and the
2018 midterm elections. Instead of
warning about Mexican “rapists” and
migrant “caravans”, however, he hasral-
lied his base with largely baseless claims
about violent, anti-fascist protesters

wreaking havoc across America. “These
ugly Anarchists must be stooped [sic],”
he tweeted on Wednesday.

But while his support among Republi-
cans, and particularly his base, has
remained solid, he is struggling with
independents.

Harry Enten, a CNN polling expert,
said he was in “tremendous trouble”
because most independents were criti-
cal of his response to the protests. “The
CNN poll . . . showed his approval with
independents dropped from 46 per cent
to 37 per cent. He led Biden among inde-
pendents by 4 points in May and now
trails by 11 points,” said Mr Enten.

Mr Enten said the only plausible boost
for Mr Trump would be if the “defund
the police” movement gained steam
because independents were “still over-

whelmingly satisfied with their local
police departments”,

But Mr Biden has rejected calls from
some Democrats to shift money from
the police to other services that they
argue would better tackle racism and its
causes, making it harder for Mr Trump
to take thattack.

Mr Trump saw his best approval rat-
ings following his acquittal this year and
in the very early days of the pandemic,
according to a Gallup tracking poll. But
it has plummeted by 10 points over the
past month to 39 per cent, placing him
below the 50 per cent bar regarded as a
good indicator of re-election chances.

Mr Trump, who has largely remained
holed up in the White House, on
Wednesday said he would start holding
campaign rallies again next week.

Mr Biden has been restricted to cam-
paigning virtually from home, but marny
Democrats believe that his “basermnent
strategy” has been an advantage as it
minimises opportunities for him to
make his trademark gaffes.

The president has tried to paint Mr
Biden as weak for wearing a face mask
when he ventured out. But the attacks
looked impotent after it emerged that
Mr Trump had been whisked to a secure
bunker as protesters approached the
‘White House two weels ago.

Mr Trump has also been lambasted
for a stunt at a church near the White
House that resulted in police using tear
gas to disperse protesters. Several
Republicans joined former top military
commanders inslamming the move.
Philip Stephens see Opinion
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Virus deaths

India hospital data point to under-reporting

Discrepancy in New
Delhi stokes fears true
scale is being obscured

STEPHANIE FINDLAY AND
JYOTSNA SINGH — NEW DELHI

The New Delhi state government has
been accused of under-reporting coro-
navirus deaths as India eases its strict
lockdown in an attempt to kick-start the
economy.

Senior doctors and hospital execu-
tives at five of the 15 New Delhi hospitals
treating Covid-19 cases said many more

patients were dying than official figures
suggested.

The five hospitals, which responded
to Financial Times requests for infor-
mation on condition of anonymity, suf-
fered at least 577 confirmed coronavirus
fatalities as of June 1. The death toll rose
to 654 when suspected cases — patients
who showed symptoms but died with-
out testing —were alsoincluded.

The figures from these five hospitals
alone exceeded the state government’s
official tally of 523 deaths in the entire
New Delhi region up until June 1.

“There is systemic undercounting of
deaths,” said Ramanan Laxminarayan of

the Center for Disease Dynamics, Eco-
nomics and Policy, a think-tank. “This
may be seem like a good idea to manage
public perceptions in the short run, but it
isgoingto costin the long term.”

The discrepancy in the New Delhi
data will amplify fears that authorities
are obscuring the true scale of India’s
coronavirus crisis, limiting the ability of
healthcare providersto respond.

Two of the 15 hospitals contacted by
the FT declined to release their figures
because it was against protocol. A fur-
ther eight said they could not give spe-
cific data for the period up until june 1,
or could not be reached for comment.

Experts said undercounting hap-
pened in part because not all patients
with more than one condition were
counted as coronavirus deaths. The gov-
ernment has also banned the collection
of coronavirus samples from untested
dead bodies.

Doctors said the scale of the problem
was terrifying. “It is a scary feeling, the
disease is rapidly going out of control,”
said Kush Sharma, a doctor working at
Lok Nayak Hospital, a designated coro-
navirusfacility in New Delhi.

“In [intensive care units], we are used
to mortalities. It is always painful but it
is never been like this, where you lose

three, four patients every day.” In a nor-
mal week, they would lose two or three
people, Dr sharma said. “Itis absolutely
traumatising.”

The problems with undercounting in
Delhi, which is governed by the Aam
Aadmi party, were common across
India, analysts said, although there were
some states that had won plaudits for
their control of the virus, such as Kerala,
where only 18 deaths have been
recorded.

“[officials] are recording just one-
fourth of the deaths,” said an executive
at a private hospital in New Delhi, who
asked to remain anonymous for fear of

Investors seek safety but

clamour for greenback stays

below financial crisis levels

EVA SZALAY — LONDON

Demand for cheap dollars is running at
its highest level since the financial crisis
but the ebbing dollar exchange rate and
limited use of the US Federal Reserve’s
cheap liquidity suggest financial condi-
tions have begun to calm, say analysts.

The Fed opened dollar swap lines with
more than a dozen other central banks
in March as the greenback surged and
demand for the currency created severe
shortages in the early stages of the crisis
triggered by the pandemic. As the dollar
is the world’s reserve currency, inves-
tors in times of stress seek shelter in it
and dollar-denominated assets.

But demand for the Fed's supply of
dollars has not outpaced the levels seen
during the financial crisis, the last time
the Fed rolled out similar liquidity-
boosting measures.

A total of $447bn had been drawn
down by other central banks by the end
of the first week in June, Fed figures
show — below the $583bn taken up in
December 2008 at the height of the
financial crisis. Jay Powell, Fed chair,
noted on Wednesday that “market func-
tioning has improved since the strains
experienced in March” while insisting
the Fed would continue to support
financial markets for many months.

The majority of dollar funding has
gone to the European Central Bank and
the Bank of Japan but Mexico and South
Korea have also tapped the Fed for dol-
lars — the first time central banks in
emerging markets have done so.

Now, as the first of these contracts
begins to mature, central banks must
decide in the coming weeks whether to
replace them or return to the financial
markets for dollar funding, as they nor-
mally do. The first ECB and Bo] swap
contracts matured yesterday; those
signed by South Korea and Mexico start
to follow two weeks later.

“It will be important to see if this dol-
lar funding gets rolled [over],” said
George Saravelos at Deutsche Bank,
who added that it would be an indica-
tion that investors were “getting more
confident on dollar funding” and
becoming less gloomy about the global
economic outlook.

“There is a good chance we may be at
the turning point,” said Derek Halpenny
at MUFG Bank. “[ Data] suggest appetite
is peaking and any take-up is starting to
be offset by maturing positions.” That is
reflected by a recent dollar reversal in
cash currency markets, helping ease
financing conditions outside the US; a
weaker currency makes it cheaper for
dollar borrowers overseas to pay debts.

Federal Reserve. Liquidity boost

Demand for cheap dollars limited as calm returns

Dollar demand is running
below 2008 levels

US Federal Reserve dollar liquidity swap
lines ($bn)
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Emerging economies face rise in
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Foreign
exchange: most
dollar funding
has gone to the
European
Central Bank
and the Bank
of Japan but
Mexico and
South Korea
have also
tapped the Fed

Andrey Rudakov/Bloomberg

Emerging economies were hit partic-
ularly hard by the dollar’s strength dur-
ing the early stages of the pandemic as
their own currencies collapsed to his-
toric lows. The overall size of the global
liabilities denominated in the dollar
stands at $12tn, or 60 per cent of US
gross domestic product, says JPMorgan.

“A weaker dollar would help ease glo-
bal financial conditions and make dol-
lar-funding pressures . .. less acute,”
said Ed Al-Hussainy at Columbia
Threadneedle Investments.

The dollar’s depreciation has mixed
consequences for the US economy. A
cheaper exchange rate in the past
helped lift US exports’ competitiveness;
the collapse of global trade has made
that temporarily irrelevant. Instead, the
focus in the US has turned from exports
to financing the deficit and maintaining
the ability to borrow cheaply — and a
stronger dollar can help with that.

Investors seeking dollar-denomi-
nated assets boost demand for US
Treasury bonds, pushing down Wash-
ington’s borrowing costs; yields fall

when prices rise. A strong dollar also
makes it cheaper for US companies to
finance their debt.

As a result, US president Donald
Trump has shifted his tone. In the three
years since he took office Mr Trump has
regularly complained that the dollar’s
strength was damaging the US economy.
Butlast month as the currency strength-
ened, he told Fox Business Network that
“right now, having a strong dollar is a
great thing”, though he could “live both
ways” when it came to the US currency.

“[Mr] Trump was initially focused
exclusively on trying to boost exports
and limitimports, but now appears to be
taking a more balanced approach,” said
Paul Ashworth at Capital Economics.

Daniel Hui at JPMorgan said: “When
currency competitiveness is far down
the list of factors hindering exporters
and growth, it is probably not surprising
that the president’s language on the dol-
lar has shifted.”

But the rate cuts imposed by the Fed
in an attempt to stimulate the economy
have eroded the appeal of dollar-

‘[Datal]
suggest
appetite is
peaking
and any
take-up is
starting to
be offset by
maturing
positions’

denominated assets, by bringing bond
yields closer to those in other markets.
Goldman Sachs expects foreign inves-
tors unusually to be net sellers of US
Treasuries this year.

Although that will leave the US rely-
ing on domestic investors to finance its
deficit, it helps emerging economies.
After record capital outflows of $83bn in
March, some investors are returning —
$23bn found its way back in April and
May, estimated the Institute of Interna-
tional Finance, a trade body.

But Simon Quijano-Evans at Gem-
corp Capital said market sentiment
could deteriorate at any time as the
spread of the pandemic in Europe, Asia
and the US and the possibility of another
wave of lockdowns continued to drive
capital flows. This could lead to sudden
surges in dollar demand at times of
stress, meaning the need for the Fed’s
swap lines would persist, he said.

“The facilities need to stay in place
until we really know that the virus is
defeated,” said Mr Quijano-Evans.
Additional reporting by Jonathan Wheatley

retribution from the government. “Itis
very clear, no one wants to know the
numbers.”

Aam Aadmi denied there was deliber-
ate under-reporting in New Delhi and
said the reason for the discrepancy was
because some hospitals were not report-
ing their fatality figures properly.

“Now the problem of under-reporting
has been more or less been fixed,” the
partysaid.

Mr Laxminarayan estimated that
more than 200m Indians could be
infected by September. “We are on a
steep upswing,” he said.

See Opinion

Tlananmen remembrance

Zoom shuts
down meeting

of activistsin
US and China

YUAN YANG — BEIJING

Zoom disabled the accounts of a group
of Chinese dissidents in the US after
they used a video conference to
commemorate the 31st anniversary of
the Tiananmen Square massacre.

The California-based tech company’s
role in shutting down the meeting,
which was hosted and organised by
activists in the US but saw participants
dial in from China, will add to fears
about the platform’s security and how it
will respond to government censorship
requests.

In response to previous criticism,
Zoom has added some security meas-
ures and has pledged to release a trans-
parency report by next month.

The annual commemoration was
hosted by a group of Chinese activists in
the US, including Wang Dan, one of the
most prominent leaders of the pro-
democracy student movement that was
crushed by the Chinese army in Tianan-
menSquare on June 4 1989,

Mr Wang’s team shared screenshots
with the Financial Times of his Zoom
call being cancelled twice and two of his
team’s paid Zoom accounts being disa-
bled. The cancellations started just as
the meetings were due to begin on the
morning of June 4 in the US, where Mr
‘Wang s based.

Zoom later suggested to the South
China Morning Post that the Tiananmen
commemoration had violated local
laws, saying that “when a meeting is
held across different countries, the par-
ticipants within those countries are
required to comply with their respective
locallaws”.

Zoom did notimmediately respond to
arequest for comment.

There are no Chinese laws against
marking the massacre, in which hun-
dreds died, or criticising China’s ruling
party, although Beijing has punished cit-
izens commemorating Tiananmen by
charging them with “inciting subversion
of state power”, or the catch-all charge
of “provoking quarrels”.

Mr Wang wrote on Facebook: “Thirty-
one years ago, we were on the streets
fighting the Chinese Communist party
police; today these kinds of confronta-
tions have shifted to the realm of cyber
space. Through destroying freedom of
speech online, the CCP seriously threat-
ens freedom of speech and democracy
globally.”

Mr Wang’s team attributed the can-
cellations to hacking attempts or orders
from the Chinese Communist party. Bei-
jing has always sought to quell discus-
sion of the massacre, although previ-
ously had focused on its own territory.

International Criminal Court

US sanctions intensify pressure on tribunal

AIME WILLIAMS — WASHINGTON
MICHAEL PEEL — BRUSSELS

The US has authorised economic sanc-
tions against International Criminal
Court officials involved in investigating
or prosecuting US and allied military
personnel for alleged war crimes, as
‘Washington escalates its attack on the
Netherlands-based court.

In an executive order issued yesterday,
Donald Trump said the US would freeze
financial assets of anyone who aided the
ICC probes, including by providing
“material support” to investigations.

The US also expanded existing visa
restrictions on officials directly involv-
ed in inquiries into US military behav-
iour to include individuals’ family.

The US has long seen the ICC as a
threat to its sovereignty. In 2017 the ICC,

Trade body

set up in 2002 to prosecute war crimi-
nals, asked judges for permission to
investigate alleged war crimes carried
out in Afghanistan. In March, The
Hague-based tribunal’s appeals cham-
ber overruled a previous decision notto
investigate alleged crimes committed
by US forces, as well as Taliban and
Afghan national troops, in Afghanistan.
Speaking yesterday, US attorney-gen-
eral Wiliam Barr said the justice depart-
ment had “credible information that
raises serious concerns about a long his-
tory of financial corruption and malfea-
sance at the highest levels of the office of
the prosecutor”. “We are committed to
uncovering, and if possible, holding
people accountable for their wrongdo-
ing,” said Mr Barr, who claimed that the
court was being manipulated by Russia.
Mike Pompeo, US secretary of state,

said investigations into US military per-
sonnel were an “ideclogical crusade”,
and he accused the court of being
“grossly ineffective and corrupt”.

Sanctions against people involved in
investigating US troops will be meted
out ona “case by case” basis, he added.

The US has already said it will revoke
or deny visas to anyone connected with
1CC probes into alleged US military
abuses in Afghanistan. It announced
last March that the new visa restrictions
would be placed on people who “take or
have taken action to request, or further
investigate” US military behaviour.

On putting visa restraints on family
members, Mr Pompeo said: “We cannot
allow ICC members and families to
come to the USand . . . enjoy American
freedoms as the same officials seek to
prosecute defenders of those freedoms.”

JIM BRUNSDEN — BRUSSELS

EU capitals including Paris and Berlin
have warned that saving the World
Trade Organisation must take prece-
dence over making sure its next chief is
European, in a sign of the bloc’s wari-
ness about the looming vacancy.

Phil Hogan, the EU’s trade commis-
sioner, announced on Tuesday that he
was “exploring” the possibility of run-
ning to succeed Roberto Azevédo as
director-general of the WTO when he
leaves in September.

But France, Germany, Belgium, Den-
mark and the Netherlands all cautioned
during EU ministerial talks on the same
day that securing the post for Europe
should not be the overarching priority,
according to some of those involved in
the discussions.

Jeppe Kofod, Denmark’s foreign min-
ister, confirmed the stance to the Finan-
cial Times yesterday, saying that a direc-
tor-general was needed who would be
able to “reboot” the WTO and “earn
the respect” of all the organisation’s
members.

Phil Hogan, the
EU's frade
commissloner,
Is considering
becoming a
candidate

“Tomy mind, a successful candidate’s
qualifications are more important than
nationality,” Mr Kofod said.

His comments underline Europe’s
cautious approach to the WTO jobata
crucial moment in the organisation’s

EU states ready to widen search for WTO head

history, as the rule book for global trade
comes under stress from US-China ten-
sion and President Donald Trump’s uni-
lateralism. The EU has argued that the
‘WTO can be saved if itsmembership ral-
lies behind a deep reform agenda, but
that the system risks collapse if action is
nottaken.

EU diplomats said it was crucial that
the next director-general should pro-
vide that unifying force.

“We should not exclude a candidate
who could be very competent just
because they are non-European,” one
diplomatsaid. “We need to be prudent.”

Diplomats cautioned that none of the
countries that spoke out on Tuesday
were against having an EU candidate,
but that this should not come at the
expense of the bloc’s wider objectives
forthe wTo.
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Gupta aims for
30% cost cuts
across global
metals empire

o GFG wields axe on jobs and spending
& Years-long expansion spree takes toll

MICHAEL POOLER — LONDON

UK metals magnate Sanjeev Gupta has
launched a drive to slash costs by 30 per
cent across his international steel,
aluminium and energy empire to cope
with the fallout from the coronavirus
pandemic.

GFG Alliance said job cuts, cost reduc-
tions and efficiency savings were
needed to put its businesses on a firm
footing in the wake of the crisis, which
would have a “significant” and “lasting”
impact on the economies in which it
operates.

The family-owned group, whose
acquisition spree in recent years has
transformed it into a conglomerate with

Sanjeev Gupta believes drop in metal
orders will last more than a year

$20bn in turnover, declined to disclose
how many of its 35,000-strong
workforce would be affected by
redundancies.

“The crisis has prompted us to think
differently about how our businesses
are organised, how we will work in the
future and how we best allocate our
resources,” Mr Gupta said yesterday. “1
deeply regret that this will necessitate a
reductioninroles.”

Over the past five years, the India-
born businessman has built a manufac-
turing powerhouse by snapping up
failed or unwanted factories in Europe,
the US and Australia, with pledges to
reduce the environmental footprint of

heavy industry by running facilities on
renewable power.

However, its finances have drawn
scrutiny, and a number of GFG entities
were struggling even before the corona-
virus outbreak.

The difficulties will have been com-
pounded by a slump in metal orders
after car production collapsed and con-
struction activity ground to a halt
because of lockdown measures.

A 20-40 per cent drop in steel con-
sumption in certain regions was likely to
persist for 12-18 months, GFG said, add-
ing that aluminium markets were also
under pressure.

Alongside the cost-cutting pro-
gramme, GFG outlined investments
into clean steelmaking technology at
sites in the Czech Republic, Romania
and Australia under an ambitious drive
to achieve carbon neutrality by 2030.

GFG said the pandemic had “under-
lined the need to modernise plants to
make them more flexible and efficient”.
The unspecified capital expenditure
would be funded by a mixture of debt,
equity and government investment
support schemes, itadded.

The group employs 5,000 people in
the UK, where it has requested emer-
gency state financial assistance.

Alasdair McDiarmid of the UK steel-
workers union Community said: “It
remains as important as ever that the
government ensures that our steel
industry gets the support it needs.”

The target of 30 per cent overall sav-
ings covers most of GFG's activities,
which range from car parts factories to
mines and hydroelectric dams, with
sites to implement local plans over the
next three months.

1t will not apply to the family’s prop-
erty holdings and its UK challenger
lender Wyelands Bank, which has
attracted regulatory attention over its
lending to GFG entities.

Ticket trouble StubHub-Viagogo deal at
risk after UK watchdog warns on terms

Centre stage: the deal has sparked concern over prices for events such as Glastonbury, pictured — ciscarficeny images

TIM BRADSHAW AND KATE BEIOLEY
LONDON

Ticketing sites Viagogo and StubHub
have been told to amend the terms of
their $4bn deal or face harsher regu-
latory scrutiny, after the UK’s com-
petition watchdog said it was con-
cerned the merger could drive up
prices for consumers.

The two ticket-trading services must
offer “remedial undertakings” within
five working days or be subject to a
deeper investigation, raising the pros-
pect that regulators could go on to
block the deal altogether.

The Competition and Markets
Authority said yesterday that its
investigation had raised concerns
about Viagogo's purchase of StubHub
from eBay, which was first announced
in November.

The watchdog said it was concerned
that a merger could push up the prices
that ticket buyers and resellers were

charged in the form of fees. Sellers set
their own prices on both sites but are
charged a fee to list their tickets,
which the CMA believescouldrise asa
result of alack of competition.

The deal would lead to Eric Baker,
Viagogo founder and chief executive,
winning back control of StubHub,
which he co-founded. Since then, the
ticketing business has been hit by the
coronavirus emergency, with many
live music and sporting events can-
celled or postponed around the world.

The CMA acknowledged the virus
had a “substantial impact on the live
events and ticketing industries” but
said there was no evidence that Via-
gogo and StubHub would be any
worse affected than their peers.

The watchdog estimates the two
companies together hold more than
80 per cent of the market for second-
ary ticket salesin the UK.

“Viagogo is already the largest sec-
ondary ticketing company in the UK

by some considerable margin and has
purchased an established rival, with
no other significant competitors in
the market,” said Andrea Gomes da
Silva, the CMA’s executive director for
markets and mergers. “We are there-
fore concerned that this transaction
could lead to customers losing out
through higher prices, less innovation
and alack of real choice.”

According to individuals close to
the process, Viagogo and StubHub
argued the CMA should have consid-
ered the competition provided by pri-
mary ticketing sites too, but the
watchdog refused, concluding that
the two were distinct.

Viagogo said: “As we have through-
out this process, we will continue to
work diligently with the CMA during
their review of the transaction. We
remain committed to our belief that
the combination of the two compa-
nies is a good move for customers
worldwide.”

Snap launches

push to create
WeChat-style

superapp

HANNAH MURPHY — SAN FRANCISCO

Snap is inviting developers to build
slimmed-down versions of their own
apps into its Snapchat platform, in the
clearest move yet by a western social
media group to emulate the popular
Chinese “superapp” model.

The Los Angeles-based company yes-
terday announced the launch of “Snap
Minis”, whereby developers will be able
to build simplified versions of their apps
within the main Snapchat app that users
can access without having to leave the
platform.

In doing so, Snap, which has more
than 229m daily active users, is shifting
closer towards the model of so-called
superapps such as WeChat, whereby
users can message each other but also
buy products, send payments or book
taxis, all in one place.

WecChat’s parent, Tencent, is a major
Snap investor, having builta 12 per cent
stake in the company in 2017. In an
interview with the Financial Times,
Snap’s chief executive Evan Spiegel said
the company’s shift towards a superapp
model was influenced by its relationship
with Tencent.

“We've talked for a long time about
what admirers we are of [Tencent’s]
business and what they’ve been able to
create and how much they’'ve taught
us,” he said. “They were able to take
communications products on the desk-
top and wildly evolved that to all sorts of
different use cases.”

In addition, Snap said that it would
allow developers to build services using
its camera and augmented reality tech-
nology into their own apps.

It also said it was adding information
on local businesses to its maps feature,
which allows its typically millennial and
Generation Z user base to see where
their friends are. Mr Spiegel added that
the feature could “potentially” help
facilitate more ecommerce on the plat-
formin future.

The moves come as Snap, like other
online platforms whose main source of
revenue comes from advertising, is bat-
tling to return to its pre-pandemic pace
of growth after its small business clients
were hit by the crisis and cut back on
their marketing spend.

Snap said it was not charging apps
who become “minis” to be on the plat-
form, suggesting the move had initially
been designed to encourage increased
engagement rather than generate new
revenue streams directly.

US must boost chip production to survive the tech cold war

Legal Notices

INSIDE BUSINESS

he US has an unquestioned

lead in many parts of the

global semiconductor

industry, from the software

and equipment needed to
design and manufacture chips, to selling
finished products for many specialist
uses.

But when it comes to actually making
the dinner plate-sized wafers that are
the most challenging part of the produc-
tion process? Not so much. Only around
12 per cent of chip manufacturing takes
place on American soil. In an increas-
ingly unstable world, that makes the
chip industry’s largest US customers —
from Apple to the Pentagon — and poli-
ticians nervous.

The extent of the unease led to bills in
Congress this week to boost domestic
chip production, with $25bn earmarked
for chip manufacturing capacity and
research. It amounts to a grand plan for
a key part of the technology industry.
But coherent national industrial policy
and political consensus — both of which
will be needed to see this plan through —
are hardly things the US has been
known for inrecent years.

A report that Apple is about to take
the long-expected step of dropping Intel
as the supplier of its Mac chips and shift-
ing the work in-house underlines what’s
at stake. Apple already designs proces-
sors for other gadgets but relies heavily

on TSMC, the Taiwanese foundry com-
pany that makes chips to others’
designs, to actually produce them.

Most of Intel’s production takes place
in the US: TSMC, by contrast, has pros-
pered by concentrating its R&D exper-
tise and manufacturing investment
close to home. Along with Samsung, the
world’s third large-scale producer, that
highlights a shift to Asia that makes cor-
porate risk managers in the chip indus-
try sweat.

From the geological (earthquakes and
volcanoes) to the geopolitical (a
dependence on Taiwan and South Korea
as regional tensions rise), a key part of
the global electronics supply chain faces
potential disruption. China is still far
behind in its ambitions to become a chip
manufacturing powerhouse. But the
tech cold war that has broken out with
the US might just

bethe political cat- Cpherent industrial

alyst needed to

prod washington PoOlicy and political
consensus are hardly

how the centre of things the US has been
gravity has been kpown for in recent years

intoaction.
Inanother sign of

shifting, Intel lost

its long lead in process engineering to
TSMC with the shift to the latest “node”,
marking the periodic shrinking of the
feature size on the most advanced chips
to ever-smaller dimensions.

All of this makes TSMC’s announce-
ment last month of an “intention” to
build a plant in Arizona at a cost of
$12bnover the next decade a potentially
seismic event. Unpicking its real signifi-
cance, however, is more challenging.

Apart from the vague nature of the
announcement, TSMC said it only
expects to produce 20,000 wafers a
month — subscale compared to the
company’s biggest plants. By the time
production starts, it will also be produc-

ing chips that are expected to be one
node behind other leading-edge fabs.
For a company that has thrived by oper-
ating almost entirely locally, this high-
lights the challenge of creating a true
global footprint.

Equally intriguing is what it has taken
to lure TSMC to make a bigger commit-
ment to the US, besides an unspecified
amount of state and federal financial
support. Hours after the announcement
last month, the US disclosed its latest
crackdown on chipmakers who sell to
Huawei — one of TSMC’s biggest cus-
tomers. The timing inevitably triggered
suspicion of a quid pro quo, with the Tai-
wanese producer gaining some kind of
cover to continue sales to Huawei in
return for commitment to the US.

The company’s chairman this week
was careful to say that he wouldn’t make
any attempt to sidestep the proposed US
rules and would fall into line with the
“intention” of the US government. But
an earlier US promise to block chip sales
to Huawei turned out to be more bluster
than reality.

TSMC made no change to its capital
investment plans after the latest US
assault on Huawei, and its shareholders
barely blinked. That suggests both the
market and TSMC itself are betting that
it will continue to be able tokeep at least
some sales to Huawei — perhaps for
smartphones, if not more military sensi-
tive equipment — with the promised
Arizona plant buying it some political
protection from the White House.

White House horse-trading and the
pull of customers such as Apple and the
Pentagon will certainly help to draw
chip production investment into the US.
With chip production a national prior-
ity, Washington now needs to notch up
somereal wins.

richard waters@ft.com

THE HIGH COURT
COMMERCIAL
2020 No. 162 COS
IN THE MATTER OF:

NORDIC AVIATION CAPITAL DESIGNATED ACTIVITY COMPANY
=i
IN THE MATTER OF:
THE COMPANIES ACT 2014 TO 2018
-and-
IN THE MATTER OF:

A PROPOSAL FOR A SCHEME OF ARRANGEMENT PURSUANT TO
PART %, CHAPTER 1 OF THE COMPANIES ACT 2014 TO 2018

NOTICE 15 HEREBY GIVEN that by orders dated 9 June 2020, the High Court of Ireland has directed that meetings
(“Scheme Meetings™) of the Scheme Creditors of Nordic Aviation Capital Designated Activity Company (the “Scheme
Company”) be convened for the purposes of considering and voting on, the following resolution at cach of the Scheme
Meetings:

"We hereby resolve to approve the schente af proposed in respect of NAC DAC pursuant ta Part 9, Chapter
1 of the Companies Act 2014 of Ireland, as set out in the Scheme Document dated 10 June 2020 with ar subject to any
modificarion of, or addition ta, the Scheme or to any tevms or conditlons that the Court may think fit 1o approve or impose,
provided that, if such modifications, additions, terms or conditions could reasonably be expected directly or indirectly to
have a material adverse gffect an the interests of any Scheme Creditor, then NAC DAC may not give such consent withwat
the prior writien consent of that Scheme Creditor. ™

A capitalised term used in this notice and not otherwise defined herein shall have the meaning given to it in the scheme
circular dated 10 June 2010 (“Scheme Circular™),

The High Court of Ireland has directed that in relation to the notification and holding of the Scheme Meetings that the
Scheme Mectings shall not be physically held but that Scheme Creditors will be entitled to attend and vote at the Scheme
Meetings by utilising one of the remote participation options detailed in Section VI of the Scheme Circular (entitled
“Mechanics of the Scheme™). The Scheme Meetings shall take place as follows:

The Scheme Meeting for Secured Scheme Creditors 10 &.m. (Trish Standard Time)

(the “First Scheme Meeting'"} on 24 June 2020

The Scheme Meeting for Unsecured Scheme Creditors
(the “Second Scheme Meeting™)

12 p.m. (frish Standard Time)
an 24 Junc

Please note that enly the Seeured Scheme Creditors should attend the First Scheme Meeting and that only the Unsecured
Scheme Creditors should attend the Second Scheme Meeting.

The Scheme Creditors are advised that the Scheme and the Scheme Ciroular will be available from the website
maintained by Civica Election Services (“Civica™) at the following address www.cesvotes.com/Claret on of around 10
June 2020. Any enquiries by Scheme Creditors should be addressed to McCann FitzGerald by email to ProjectClaret)
mecannfitzgerald.com marked for the attention of David O'Dea and Clifford Chance by email to ProjectClaret@
CliffordChance.com marked for the attention of Tom Marr,

‘This matter is listed for mention only before the High Court on 25 June 2020 for the purpose of applying for directions in
relation to the hearing to sanction the Scheme in the event the Scheme is approved at the Scheme Mectings.

Dated: 9 June 2020

MeCann FitzGerald

Irish Solicitors for the Scheme Company

Riverside One

Sir John Rogerson's Quay

Dublin 2
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VW admits mistakes over racist video ad

Carmaker pledges to train
staff after concluding
team lacked ‘sensitivity’

JOE MILLER — FRANKFURT

Volkswagen said an investigation into
the publication of an ad that showed a
dark-skinned man being manipulated
by a large white hand found no indica-
tion of “racist intent” among the car-
maker’s staff.

The internal probe concluded that
there was a lack of “intercultural sensi-
tivity” and diversity within the German
group’s marketing department and

approval processes, and that the conno-
tations of the short video were not
detected as aresult.

“Wemade mistakes, we weren't atten-
tive enough,” Jochen Sengpiehl, market-
ing chief, told reporters yesterday. “No
one from the team realised that flicking
away a person is inappropriate on its
own —and racist in the context shown.”

In a statement VW said it would cre-
ate a board of diversity experts to check
ads for offensive or discriminatory ele-
ments, and roll out a training pro-
gramme for internal and agency staff.

A non-governmental organisation
will be brought in to assist the auto-
maker in these efforts.

VW stopped short of committing to
dismiss those responsible for approving
thead.

“Disciplinary and personnel commit-
tees at our company decide whether
there are consequences for staff in con-
nection with process-related errors and
1 have great trust in their work,” said
Hiltrud Werner, the group’s board
member for integrity and legal affairs.

She emphasised that managers would
also be held responsible, and that there
would be no “sacrificial lambs” among
more junior employees.

VW was forced to apologise last
month after the Golf 8 commercial,
developed by a subsidiary of advertising

giant Omnicom, was aired on VW’s Ger-
man language Instagram and Facebook
accounts.

The clip, part of a series set in Argen-
tina about an interracial couple falling
in love, depicted a man of Nigerian
descent being moved away from a yel-
low Golf model by his white girlfriend’s
oversized hand, before being flicked
into the doorway of a Buenos Aires res-
taurant.

Some social media users noted that
the name of the establishment, Petit
Colon, can be translated as “small colo-
niser” in German. The restaurantis near
the Teatro Colon opera house, which is
named after Christopher Columbus.

Asthe advert drew to a close, the Ger-
man words for “the new Golf” were
faded in, in a way that appeared to spell
outa racist epithet for a split second.

Mr Sengpiehl said VW staff only
checked the English version of the clip,
in which the slur did not feature. He
added the fade-in was created by a
graphics program, which randomly
chosehow the letters appeared.

Larry Thompson, the monitor
appointed by US authorities after the
diesel emissions scandal, was also
alerted to the clip, and the audit process
that followed, VW said. The monitor
will deliver his final annual audit of
VW's internal culture this year.

Technology. Merger

JET’s grab for Grubhub puts focus on growth

Rapid-fire move sets up
fresh battle for leadership

in food delivery arena

DAVE LEE — SAN FRANCISCO
TIM BRADSHAW — LONDON

Matt Maloney’s phone started ringingin
Chicago assoon as the headlines hit.

Newspaper reports last month that he
was in talks to sell Grubhub, his food
delivery company, to Uber immediately
caught the attention of Jitse Groen, the
chief executive of Europe’s largest food
ordering app, Just Eat Takeaway (JET).

In his Amsterdam office, Mr Groen
realised that if he wanted JET to be the
dominant global operator, he had to
stop Uber getting its hands on Grubhub.

“He was very engaged,” Mr Maloney
told the Financial Times. “Very inter-
ested to make sure that this asset did not
goto Uber.” Three weeks later, Mr Groen
sealed an all-stock deal valuing Grub-
hub at about $7.3bn.

“I haven’t seen a deal team move that
fast,” Mr Maloney said of JET. “They saw
the numbers that were in the press and
they went right after it, because they
understood the strategic nature of this
acquisition for them.”

For Mr Groen, devouring Grubhub is
just the latest course in a feast of deal-
making over the past few years.

Takeaway.com, which he founded asa
student in the Netherlands in 2000, did
not take external funding until 2012.
Butover the past five years, he has rolled
up more than a dozen rival sites, culmi-
nating in a £6bn merger with Just Eat
that was only approved by the UK’s
competition authorities in late April.

Merging with Grubhub will set up a
new battle for global domination in food
delivery with Uber, Germany’s Delivery
Hero and China’s Meituan Dianping, as
well as investors including Amazon,
SoftBank’s Vision Fund and Naspers’
international dealmaking unit Prosus.

Mr Groen is confident that, by build-
ing a “fortress” of reliably profitable
businesses in Western Europe and now
North America, he can see off insur-
gents — even if they have billions of dol-
larstospend.

He says rivals that are focused on pro-
viding delivery couriers to restaurants
that would not otherwise offer takeaway
meals — such as SoftBank-backed Door-
Dash, which has raised more than $2bn
in private funding — are inherently
unprofitable and thinking “short term™.

“It doesn’t really matter if those com-
petitors are the likes of Uber and Ama-
zon and all of that, because they do have
money but they don’t usually have a
long-term vision on the market,” he

said. “You have to be incredibly stupid
not tobe able to attract users if you have
$5bn. That strategy will work — unless
you have a fortress. If you want to pick a
fight with JET in any of our countries,
youshould know it is a big company.”
As well as bringing global scale and
deeper pockets, JET’s approach had
another positive for Mr Maloney. While
Uber’s interest in Grubhub led to it
being accused of “pandemic profiteer-

ing” by aleading Democrat, a merger of
US-based Grubhub and European JET
will probably not trouble Washington,
nor Europeanregulators.

On the other hand, the pairing of
Grubhub and Takeaway will do little to
fundamentally reshape the landscape of
the Us food delivery market.

“While US investors were looking for
the market to consolidate from the cur-
rent four leading players, this does not
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accomplish that,” said Aaron Kessler, of
Raymond James Equity Research.

At the beginning of the year, there was
talk that the cash-burning days of 2019,
with heavy discounting and big market-
ing spends, would give way to a more
rational approach.

Had Uber been successful in buying
Grubhub, it would have commanded a
market share of almost 80 per cent in
places such as New York, according to
data from Second Measure. That could
have reduced the need to spend as much
on marketing, driver acquisition, res-
taurant outreach and discounting.

“The lack of geographical overlap
between JET and Grubhub means that
the marketing efficiencies from consoli-
dation to be gained are limited, in our
view,” said Sherri Malek, analystat RBC.

Instead, the playing field remains
largely the same, only with Grubhubina
stronger position to chase market share
more aggressively. “This is about
growth,” Mr Maloney said.

Ms Malek said the “significant size” of
the US food market offered stronger
growth prospects for JET. “However, the
high level of competition in the mar-
ket . . . will probably require material

Just Eat Ta
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nose in a deal va
group at $

ay snatched

uing the US

investment in order to rebuild Grub-
hub’s number-one position.”

That could explain why the deal
seemed initially to stick in the throat of
JET’s shareholders. Its stock fell 13 per
cent on Wednesday, after the two com-
panies confirmed they were in talks.

Investors across the industry had
hoped to see margins improve, particu-
larly with a surge in demand due to the
coronavirus crisis.

Mr Maloney said that he expected
“strategic synergies” by combining
Grubhub’s US operations with Canada’s
SkipTheDishes, which Just Eat acquired
in 2016. But beyond that, he predicted a
“very lightintegration”.

“We are not intending to cut costs and
execute higher profit from the United
States market,” he said. “We're looking
toaccelerate our competitiveness, for as
long asit takes towin these markets.”

But for now, Mr Groen suggests that
he might pause to digest. “There are
very few quality assets worldwide. It’s
unlikely that you will see us do some-
thing with a very lossmaking company,”
he said. “We are a very old-fashioned
company — we try to make profits.”
SeelLex
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Bain Capital’s
$1bn Japan
nursing home
buyout hits
opposition

LEO LEWIS AND KANA INAGAKI — TOKYO

Bain Capital’s $1bn swoop for a domi-
nant position in Japan’s nursing home,
childcare and dog-grooming market
has been challenged by a large investor
claiming the US private equity group’s
bid is “substantially” too low and that
the deal is marred by conflicts of
interest.

Hedge fund Lim Advisors, which was
directly involved in the creation of
Japan's 2015 Corporate Governance
Code, argues that the Bain-led manage-
ment buyout of medical services group
Nichii Gakkan was opportunistic and
that the target company’s board did not
do enough to protect minority share-
holders’ interests.

Bain’s bid, which would result in
Nichii Gakkan being delisted from
Tokyo's stock exchange, involves the
purchase of a 44 per cent stake held by
the surviving relatives and asset man-
agement group of the company’s
founder, who died last year.

Bain has offered the remaining share-
holders — the largest of which is the
secretive fund Effissimo —¥1,500 ($14)
per share, or a 39 per cent premium over
their average price for the month that
preceded the offer. Lim has argued that
even at a conservative valuation the
offer should have been closer to ¥2,400
pershare.

Bain’s formal proposal to Nichii
Gakkan was made in mid-March as
Japan closed schools and prepared for a
state of national emergency dueto coro-
navirus.

Lim said it was timed to take advan-
tage of the turmoil that rocked markets,
hitting companies’ valuations regard-
less of their long-term prospects.

People close to the situation said that
Lim’s concerns were widely shared
among minority shareholders.

They believe that the deal breaches
the spirit of new M&A guidelines intro-
duced in Japan last year, which were
specifically crafted to protect minority
shareholders from abusive manage-
ment buyouts.

Lim accuses Nichii Gakkan’s board of
failing to seek alternative bidders.
‘While Bain extended the tender offer by
11 days beyond the 20-day minimum to
provide a chance for counterbidders to
emerge, Lim argues that “unprece-
dented” social distancing measures
made it effectively impossible for any
potential counterbidder toact.

In a nine-page letter to the board of
Nichii Gakkan, Lim attacked the pricing
calculations behind the tender offer.

“Sadly, as a shareholder in the com-
pany we are concerned about the weak
governance process surrounding the
board’s approval and recommendation
of the tender offer,” said the letter,
which was sentonJune 3.

The letter also highlighted the fact
that for the past five years a Bain execu-
tive has sat on Nichii Galdkan’s board.

“While conflicts of interest are inher-
ent in many MBOs, it is particularly
unusual that the financial sponsor
should already have a board seat,” said
Lim’s letter.

Itadded that while the Bain executive
and other board members who were
part of the proposed MBO had recused
themselves from talks, four long-serv-
ing Nichii Gakkan executives who may
have loyalty to the buyer remained
active inthe decision making.

Bain declined to comment. Nichii
Gakkan was not immediately available
for comment.

Media

Ex-Apple executive Ahrendts joins WPP board

ALEX BARKER — LONDON

WPP has appointed Angela Ahrendts,
the former head of retail at Apple and
chief executive of Burberry, to its board
in a sign of the advertising group’s
ambition to better combine the tech
and creative sides of its business.

The non-executive position is the sec-
ond taken by Ms Ahrendts since she left
Apple last year, ending a five-year stint
as one of the group’s most highly paid
executives. She was appointed to Air-
bnb’s board in May as the accommoda-
tion booking company seeks to reposi-
tion itself as a travel brand.

Ms Ahrendts’ move marks another
step in the evolution of the WPP board
since the departure of Martin Sorrell.
Other new board appointments since
2018 include Cindy Rose, the Microsoft
UK chief executive, Keith Weed, a
former marketing executive at Unilever,
and John Rogers, chief financial officer.

“angela’s reputation as aleader of cre-

ative and technology-driven businesses
is second to none,” said Roberto Quarta,
WPP chairman. “she also has deep
insight into our clients’ needs in a
changing world. We are delighted that
she will bejoining the WPP board.”

Before joining Apple Ms Ahrendtsran
Burberry for eight years, where she won
plaudits for reviving an old British fash-
ion brand through canny digital mar-
keting that won over a younger, over-
seas audience.

Like most of the marketing sector,
WPP has been hit hard by the slump in
advertising during the pandemic with
its share price almost halving in the
immediate wake of the lockdown in
March. The group has scrapped its divi-
dend and about 3,000 senior managers
have taken pay cuts.

‘WPP shares have since recovered but
are still down 30 per cent since late Feb-
ruary, putting the business behind
Omnicom as the world’s second-largest
ad group by market capitalisation.

However, analysts say the ad market
is showing signs of stabilisation follow-
ing sharp cuts to marketing spending in
the early stages of the pandemic. Tho-
mas Singlehurst at Citi noted advertis-
ers were indicating product launches
and campaigns would resume.
“Although timing is uncertain, the scene
is set for a V-shaped recovery in adver-
tising, at least in its early stages,” he
wrote inanote toclients.

Mark Read, chief executive, told
shareholders at the group’s annual
meeting on Wednesday that clients were
now “in the recovery phase” and had
started “to think through the other side
of the Covid situation™.

“They’re getting back to communi-
cate with their consumers in most parts
of the world,” he said.

Ms Ahrendts said she was “honoured”
to be asked to help Mr Read develop a
company strategy “that values creative
talent while embracing societal shifts
and new technologies”.

Technology

Uber names Asia boss in regional shake-up

MERCEDES RUEHL — SINGAPORE

Uber has named a new head of its Asia-
Pacific business, filling a post vacated
more than a year ago, as it attempts to
revamp its regional operations after a
series of retreats.

Pradeep Parameswaran, formerly head
of Uber’s India and south Asia opera-
tions, will take over as regional ride-
hailinghead.

His job will be to lift Uber’s presence
in countries such as Japan and South
Korea to take advantage of their recov-
eryfrom the pandemic.

Uber, which remains unprofitable,
faces scrutiny from regulators in Europe
and growing competition in Asia.

Its Asia business was managed from
Europe after Mr Parameswaran’s prede-
cessor quit in April 2019. That reflected
its reduced footprint after the sale of its
China and south-east Asia businesses:
the operations across Asia were largely
managed country by country.

Chief executive Dara Khosrowshahi,
who visited Tokyo in February, has
named growth in Japan and South Korea
as “near-term priorities”. In Hong Kong,
the company said ride numbers had
recovered by more than 80 per cent.

Mr Parameswaran is likely to be
based in Hong Kong, which will be
Uber’s regional HQ following a move
from Singapore, where it does not offer
services. But the company operates in a
legal grey zone in Hong Kong.

There was “huge potential” to
serve more Uber customers, said Mr
Parameswaran.

In Japan the group has partnered with
taxi companies to navigate regulatory

Parameswaran must lift
the group’s presence in
Japan and Korea to take
advantage of recovery

obstacles and wants to expand via tie-
ups, such as with shareholder SoftBank
Group.

Uber has targeted Australia, where
it faces rivals including China’s Didi
Chuxing, tolaunch new services such as
Uber Rent.

Dane Anderson, a senior vice-presi-
dent at research firm Forrester, said
markets such as Japan, South Korea and
Australia were “more manageable and
profitable for Uber” because their popu-
lations and economic activity were con-
centrated in a smaller number of cities
compared with China and India.

“Unlike Didi in China, Grab and Gojek
in south-east Asia, and Ola in India,
Uber does not have as strong ride-
sharing competition in these markets,
which also makes them more attractive
comparatively speaking.”

In January Uber sold its Eats delivery
business in India but maintains a pres-
ence in the country focused on trips via
motorbikes and motorised rickshaws.
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Unilever launches fresh attempt at unification

UK holding group eyed to replace dual Anglo-Dutch structure, making equity-based deals or disposals easier and faster

JUDITH EVANS AND JIM PICKARD
LONDON

MEHREEN KHAN — BRUSSELS
Unilever is to scrap its dual Anglo-Dutch
structure in favour of a single company
based in London, reversing attempts
two years ago to combine its businesses
inthe Netherlands.

The maker of Marmite, Dove soap
and Ben & Jerry’s ice cream said it would
seek to integrate its Dutch entity into its
UK arm, ending a legacy of Unilever’s
formation from the merger of a Dutch
margarine group and British soapmaker
Lever Brothers more than 90 years ago.

The consumer goods group, one of the
UK's largest companies by market capi-
talisation, said the shift would make
equity-based acquisitions or disposals
easier and faster, including a potential
spin-off of its tea division. Past disposals
such as the sale of Unilever’s spreads
division have been complicated by the
need to unwind complex internal struc-
tures resulting from the dual domicile.

Nils Andersen, chairman, said: “We
want to accelerate the pace of portfolio
change, and unifying our legal parent
structure will give us a greater flexibility
for equity-based acquisitions and

demergers. That’s very important right
now as we anticipate an increasingly
dynamic business environment after
the Covid-19 pandemic.”

He added: “The structure of the com-
pany is outdated . . . We didn’t get a
bloody nose in 2018 to now kick the can
down the road for a few more years.”

A plan two years ago to merge the UK
into the Dutch entity was scrapped after
shareholder opposition, in part because
the company would have dropped out of
the FTSE100.

Shareholders will need to approve the
fresh plan. It will require consent from

halfthe shareholdersinthe Dutch entity
and 75 per cent of those who own UK-
based shares.

The proposal raises the possibility of a
split of Unilever’s food arm from its
beauty and personal care and food divi-
sions. The company said the Dutch gov-
ernment had sought an assurance that
any future spin-off of the foods and
refreshment division would result in a
Dutch-based and listed company. Uni-
lever said it was happy to make such an
assurance buthad “no plans” at present
to demerge the division.

The group said it expected to retain its

listing in both the FTSE 100 and Dutch
AEX and would stay listed on exchanges
in London, Amsterdam and New York.
Operations in both the UK and Nether-
lands would remain the same.

Alan Jope, chief executive, said the
company had not canvassed sharehold-
ers before announcing the move.

Analysts welcomed the plan after a
lacklustre performance from Unilever,
which reported flat underlying sales
growth in the first quarter. The shift will
make it easier to raise equity if required.

Following the merger, shareholders in
the current Dutch entity will own about

55 per cent of the new company, with
those already owning UK shares
accounting for about 45 per cent.

Alok sharma, UK business secretary,
said he was “delighted” to see Unilever’s
proposals to become a fully incorpo-
rated UK company, calling it “a clear
vote of confidence in the UK”.

The Dutch government had urged
Unilever to seek a single listing in the
Netherlands after Brexit. It wooed the
group by scrapping a dividend tax on big
corporates, but the tax break was
ditched after abacklash in 2018.

See Lex and Lombard

Planned switch to single entity

earns praise from Britain but

‘regret’ in the Netherlands

JUDITH EVANS, ATTRACTA MOONEY AND
ARASH MASSOUDI — LONDON

‘When former Unilever chief Paul Pol-
man tried to shift the domicile of the
Anglo-Dutch consumer goods group to
the Netherlands two years ago, his final
big move as chief executive collapsed in
open acrimony with shareholders.

Now his successor Alan Jope, who
took charge last year, is entering the
same troubled territory. He and chair-
man Nils Andersen said yesterday they
would seek to create a single entity
based in London.

The move brings political attention
back on to the world’s third-largest con-
sumer products company. A spokesper-
son for the UK prime minister, Boris
Johnson, who is under pressure over
coronavirus and Brexit, was quick to
hail the move as a “clear vote of confi-
dence in the UK”, while the Dutch min-
ister for economic affairs said he
“regretted” it.

But the duo now running Unilever —
which makes products from Marmite to
Domestos bleach —have been prepared
torisk the political spotlight and further
negotiations with shareholders in pur-
suit of a much-needed prize: the ability
to quickly carry out acquisitions, spin-
offs and mergers aiming to enable a
return to growth.

“We think the post-Covid world is
going to be a dynamic environment
where there might be opportunities to
acquire businesses,” Mr Andersen said
yesterday.

Unilever will need the approval of half
the shareholders in its Dutch entity and
75 per cent of those in its UK group to
push ahead, which it wants to do before
the end of the year.

In 2018, big shareholders were
angered after Unilever failed to speak to
them in advance about the plans to
become a Dutch company. This time,
the company also decided against
speaking to investors before the
announcement, leaving them scram-
bling to set up calls with executives.

But unlike in 2018, early reactions
were positive. Columbia Threadneedle
Investments, which strongly opposed
the plan to shift to the Netherlands, said
it was in favour, as did Legal & General
Investment Management, a top-10
investor, according to S&P Capital 1Q.

Angeli Benham, investment steward-
ship manager at LGIM, said: “We were
delighted to see the announcement this

Retail & consumer. Strategy shift

London choice risks political stir in pursuit of big prize
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morning with an implementation pro-
posal that is consistent with the long-
term interests of our clients and enables
us to continue supporting the com-
pany.”

Rupert Krefting, head of Stewardship
at UK-based M&G, a top 30 shareholder,
said the proposal was “good news for
investors”, while the Dutch asset man-
ager PGGM, which runs €250bn of
investments on behalf of pension funds,
also said it was in favour. “PGGM appre-
ciates very much how Unilever has inte-
grated sustainability into its business
strategy . . . we expect the company to
develop this further as a single British
company with more flexibility to pur-
sue larger M&A projects,” it said.

Unilever had been reporting sluggish

figures even before the pandemic
reduced its underlying sales growth rate
to zeroin the first quarter. The impact of
coronavirus, especially on its ice cream
and food service divisions, increases the
urgency for Mr Jope to show he can
transform the group.

The company needs to revamp its
portfolio — Unilever has already said it
may spin off its tea division, one spur for
the change of structure.

Mr Jope told reporters the food divi-
sion needed to move with the times,
including developing more plant-based
foods and adapting to people cooking
from scratch in the pandemic.

Société Générale analysts said the
shift would revive talk of mergers with
rivals such as Reckitt Benckiser or Col-

gate, although executives at Unilever
played down the prospect of such large-
scale deals, together with the prospect of
spinning off its food division.

Mr Jope said: “Everybody I've spoken
to agrees that strategically, Unilever is
better as aunified company.”

The group’s 90-year-old existing
structure, with entities in the UK and
Netherlands, makes equity-based trans-
actions difficult and requires unwinding
complex internal structures to make
disposals. Some of its many subsidiar-
ies are owned by the Dutch group,
some by the UK group and some by
both.

One person familiar with Unilever
said the plans would leave the company
with fewer constituencies to negotiate

with, and save it the pain of a fight with
the British tabloid press.

Crucially for UK-based shareholders,
a consolidation of Unilever under the
UK legal umbrella would not result in
the company’s removal from the FTSE
100 index. This was a key point of con-
tention in 2018: becoming a Dutch com-
pany would have removed Unilever
from the index, forcing many investors
to sell the shares without the premium
associated with an acquisition.

Unilever said yesterday it expected to
remain in both the FTSE 100 and the
Dutch AEX index.

Another stumbling block under Mr
Polman was a perception that Unilever
was seeking the protection of the
tougher Dutch takeover code, which
would shield it from hostile approaches
such as that of Kraft Heinz in 2017.

The previous attempt to consolidate
Unilever’s legal structure came againsta
backdrop of troubled relationships with
some shareholders.

Mr Polman “was famously hostile
towards investors with short-term hori-
zons,” said Martin Deboo, analyst at Jef-
feries. He noted that the new strategy
follows a change in nationalities at the
top of Unilever: Mr Polman and the
former chairman, Marijn Dekkers, were
both Dutch. The Dutch prime minister,
Mark Ruite, is himself a former Uni-
lever executive.

Now the company has a Scottish chief
executive in Mr Jope, while Mr
Andersen — who formerly headed the
shipping group AP Moller Maersk and
brewer Carlsberg— is Danish.

Mr Jope has set a different tone. One
top-30 investor said he “came across
really well [in meetings] and the feed-
back from fund managers was over-
whelmingly positive”.

The Dutch government remains a key
stakeholder, however. But while saying
it “regretted” Unilever’s move, it does
notappear to be seeking to blockit.

Unilever said it had made commit-
ments to the Dutch including shifting
some supply chain functions to Rotter-
dam from elsewhere. It has promised
that if it lists its foods and refreshments
division as an independent company,
that will take place in the Netherlands.

Wwith the UK currently retaining its

trade and regulatory arrangements

with the EU, Unilever can carry out the

shift — structured as a merger in which
each holder of a Dutch share will instead
receive a newly issued UK share — ina
relatively short time under the EU’s
cross-border mergersregime.

Warren Ackerman, analyst at Bar-
clays, said: “I think it will be rubber
stamped quickly”

Additional reporting by Arash Massoudi

Financials

Ethnic minority analysts sidelined

ROBERT ARMSTRONG — NEW YORK

Financial analysts from minority racial
groups enjoy less access to corporate
management than their white peers,
according to a study that analyses tran-
scripts from tens of thousands of com-
pany conference calls.

The study found that minority analysts
inthe US were 5 per cent lesslikely to be
given time to ask questions on company
calls than white peers and 20 per cent
less likely to be given time for a fol-
low-up question, a pattern that was con-
sistent across the 2002-17 study period.

The opportunity to ask questions in
conference calls is not in itself particu-
larly important to the careers of sellside
analysts, who work for banks and bro-
kers, the authors argue, but it may be a
good proxy for more important forms of

iscrimination.

Nate Sharp, one of the authors and

a professor of business at Texas A&M

University, said that securing private
conversations with management teams,
for themselves and for clients, was
the most highly valued skill for sellside
analysts.

“If minority analysts are discrimi-
nated against in such a public setting,
we argue that is probably the floor for
discrimination in more private set-
tings,” he said.

Executives at large public companies
in the US remain overwhelmingly
white. The study, entitled “A Level Play-
ing Field?” was co-authored by Mr
Sharp and three other scholars at Texas
A&M and Brigham Young University. It
looked at the interactions of some 7,500
analysts with executives on about
95,000 calls.

To ensure that the racial differences
in which analysts were chosen to speak
were not a byproduct of minority repre-
sentation at the big “bulge bracket” Wall
street firms, the results were controlled

for firm size. The authors found that the
average sizes of the firms where minor-
ity and white analysts worked were only
slightly different.

The proportion of minority analysts
grew dramatically over the study
period, from 11 per cent to 21 per cent of
the total, but that is still lower than the
US population, which is comprised of
more than one-third ethnic minorities.
The greater numbers over the period
had no effect on interaction with man-
agement during calls.

Minority analysts who have been
voted on to Institutional Investor’s pres-
tigious “all-star” analyst list by their cli-
ents have the same odds of being allot-
ted time for a question on calls as white
analysts, the study found. But such ana-
Iysts still have the same, lower odds, of
being permitted a follow-up question,
and the probability of being voted anall-
star is 32 per cent lower for minorities
than for white analysts.

Food & beverage

Beyond Meat sinks teeth into Europe

EMIKO TERAZONO — LONDON

The battle for market share among
plant-based meat groups in Europe is
set to heat up as Beyond Meat embarks
on an “aggressive” pricing strategy and
talks with fast-food chains.

The US plant-based meat company
launched its first European manufac-
turing facility yesterday in the Nether-
lands — owned and operated by Zand-
bergen, its distribution partner. The
plant will boost its capacity in the region
and offer products in a more timely
manner.

Ethan Brown, chief executive, has
already announced the company will
discount its products in the US market
this summer to compete with real meat,
and said it would pursue a similar strat-
egy across the Atlantic. “We will have a
more aggressive pricing in Europe as
well this summer . . . We are bullish on
market share,” he said.

The company is in discussions with
several fast-food chains in Europe to
offer Beyond Meat products, although
Mr Brown would not disclose their
names. Earlier this year the company
announced a tie-up with Starbucks in
China, and this month said it would
partmer with Yum China to trial its burg-
ers in selected KFC, Pizza Hut and Taco
Bell outlets.

“If you look at our modus operandi,
we look for marquee customers in each
of the markets we enter, and we proba-
bly wouldn’t be making this level of
investments in Europe if we didn’t think
that there was something there for us in
terms of large, quick-service restau-
rants,” Mr Brown said.

Beyond Meat also announced the
acquisition of its first self-owned Euro-
pean plant, also in the Netherlands.

There is more competition among
plant-based meat brands on supermar-
ket shelves in Europe, with companies

including Beyond Meat and start-ups
vying for space. Large food conglomer-
ates such as Unilever and Nestlé are also
jostling for market share. US group
Impossible Foods has also applied to the
region’s food safety authority for per-
mission to sell its plant-based burgers.

Sales of plant-based meat substitutes
jumped in western markets amid the
pandemic. This was partly reflected in
Beyond Meat's first-quarter figures, as
strong retail demand boosted sales,
helping to offset the effect of the closure
of restaurants in the US. It reported a
141 per cent rise in first-quarter reve-
nues to $97m, net income of $1.8m com-
pared with a loss a year ago and gross
margins of 39 per cent.

Beyond Meat shares have more than
doubled since the start of the year to
$159 on the back of tight meat supplies
caused by US slaughterhouses becom-
ing Covid-19 hotspots, as well as its part-
nershipsin China.
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Equities. Placements

Investors react positively to
bumper crop of share sales

| OUR LATEST CHART KARDBACH

Split is now about 50:50

between opportunistic

and emergency moves

CAMILLA HODGSON

UK-listed companies have tapped
shareholders for more than £10bn since
the pandemic took hold, with some
looking to top up acquisition war
chests and others raising emergency
funds to ride out the deepest recession
for centuries.

At least 69 companies have issued
equity valued at £5m or more since
the middle of March for pandemic-re-
lated reasons, raising £10.5bn in total,
according to data compiled by analysts
at Peel Hunt.

A total of £2.8bn of equity has been
raised by 14 companies in the past fort-
night alone, with gambling group Flut-
ter Entertainment issuing stock worth
£813m to take advantage of “opportuni-
ties” caused by turmoil and expand its
US business.

The pandemic sent markets plunging
in March, although equities around the
world have rebounded at a speed that
has confounded some analysts.

In the UK and elsewhere, companies
in some of the worst-hit sectors, such as
travel and leisure, moved quickly to
issue new shares to shore up their bal-
ance sheets as sales plummeted.

Jonathan Parry, a partner in law firm
White & Case’s capital markets group,
said that when the crisis hit, a series of
planned initial public offerings were
shelved and “we flipped quite quickly
into equity raisings™.

One of the first companies to market
was high street retailer WHSmith,

| Hard-hit UK travel and leisure groups move quickly

to issue shares
Value of shares issued (£bn)
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Sources: Peal Hunt; FT research

which issued stock worth £166m in
early April to protect the business in
what it described as “the most challeng-
ing of trading environments”.

As the initial panic began to subside,
however, opportunists looking to
differentiate themselves from their
competitors began to tap shareholders
for funds to support growth or potential
M&A deals.

Last month online fashion retailer
Boohoo issued £198m in equity to “take
advantage of numerous opportunities”
likely to emerge in the coming months,
including possible takeover deals.

Companies are obliged to use the pro-
ceeds from an equity issuance for the
specific purposes outlined when the
placement was announced, but some
have been vague on their intentions.

Catering group Compass raised £2bn
last month, for example, saying the
money would be used to “strengthen the
company’s balance sheet and liquidity
position” in order to “support long-term
growth” and ensure resilience “in the
event of further negative developments
inthe pandemic”.
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Tom Johnson, head of equity capital
markets for Emea at Barclays, said the
bank was now seeing a roughly 50:50
split between opportunistic and emer-
gency placements, following an initial
flurry of fundraisings from companies
in trouble.

“We would expect to see more rights
issues once half-year numbers are
announced and companies look to
address longer-term capital structure
issues,” he said.

If companies are looking to spend
the funds raised on doing deals,
they have some stiff competition: ana-
lysts note that private equity firms and
hedge funds are also looking to move in
on companies trading at distressed
prices.

“We are expecting to see opportunism
[from private equity] in certain sectors,
particularly the real estate sector,” said
Julian Stanier, a partner at law firm Pin-
sent Masons who specialises in corpo-
rate finance.

Fabian de Smet, global head of equity
syndicate at Berenberg, the German
investment bank, said hedge funds had

Asset management

Ackman
targets $1bn
for buyout
vehicle

ORTENCA ALIAJ — NEW YORK

Bill Ackman’s hedge fund Pershing
Square is planning to raise more than
$1bn from the stock market for a buyout
vehicle, making him the latest high-pro-
file investor to seize on the “blank
cheque” boom.

The New York-based manager has
filed confidentially for an initial public
offering with US regulators, according to
sourcesbriefed on the matter.

If successful, the so-called special
purpose acquisition vehicle, or spac,
could be one of the largest raised
thisyear.

Spacs have become increasingly
popular on Wall Street as a way for
private companies to go public
through what is often referred to as a
“backdoor listing”.

Spac investors have not decided on
the target company in advance; they
are effectively making a bet on the
ability of top executives to identify and
execute deals.

Mr Ackman, whose Pershing Square
runs $10bn in assets, joins a growing
cohort of investors who have raised
funds on public markets amid growing
demand for IPOs.

Chamath Palihapitiya, the former
Facebook executive who brought Rich-
ard Branson’s Virgin Galacticto the pub-

Spac investors are in effect
making a beton the ability
of top executives to

identify and execute deals

lic markets last year through a blank
cheque company, has raised $1bn for his
second act.

Spacs were popular in the years
before the 2008 financial crisis, peaking
at $9.2bn in 2007, according to data
from Dealogic. Shell companies lost
their lustre in the immediate aftermath
of the financial crisis but have since
made a roaring comeback with a record
$13.4bn raised in the US last year,
according to Dealogic.

Investors often see spacs as alow-risk
proposition because the shell company
isforced toreturn committed capital if it
cannot execute a deal within a two-year
period.

However, mergers and acquisitions
agreed before the coronavirus crisis
have recently come under pressure
from the impact of the pandemic on
markets and global travel.

Far Point Acquisition Corp, a blank
cheque group organised by Daniel
Loeb’s Third Point and run by former
New York Stock Exchange president
Tom Farley, has advised shareholders
nottoapprove its $2.6bn deal for the Sil-
ver Lake-backed payment provider Glo-
bal Blue.

Mr Ackman’s decision to raise money
for a blank cheque company comes at
an opportune time for the billionaire
investor. He has been on a winning
streak this year: his hedge fund is up 33
per cent year-to-date after a well-timed
bet against corporate bond markets.
Pershing Square declined to comment.
Seelex

Commodities

Trafigura hails ‘superior’ forecasting
after volatility brings oil price profits

DAVID SHEPPARD AND NEIL HUME
LONDON

Trafigura, one of the world’s largest
commodity traders, has emerged asa
winner from the sharp decline in crude
prices caused by the coronavirus pan-
demic, reporting a record half-year for
itsoil and refined fuels division.

The company, which is run from
Geneva, said yesterday the 27 per cent
jumpin its interim profits was driven by
“significantvolatility and dislocations in
the global market”.

It claimed to have correctly forecast
the sharp decline in oil demand due to
the health crisis.

“our market intelligence on the
impact of Covid-19 and of the decisions
by Opec and other oil producers on
demand and supply, enabled us to act
efficiently and effectively,” said Christo-
phe salmon, chief financial officer.

“This superior market understand-
ing, combined with our physical infra-
structure and our supply chain manage-
ment capacity, were key in balancing
the oil market during these unprece-
dented times,” he added.

The performance of Trafigura’s oil

business in the early stages of the price
collapse contrasts with that of some of
itsrivals.

Vitol, the world’s largest independent
oil trader, suffered a sharp decline in
net income in the first three months of
this year due to the rapid spread of the
coronavirus. However, its trading prof-
its are said to have improved in April
and May.

Gunvor, another energy trader, also
had a tough first quarter.

oil prices fell from near $70 a barrel to

Crude oil prices fell from almost
$70 a barrel to below $20 in April

below $20 in April, with US benchmark
‘West Texas Intermediate turning nega-
tive at one stage as plummeting global
demand threatened to overwhelm stor-
age facilities.

Trafigura’s results included the last
three months of 2019 when big oil trad-
ers benefited from tighter physical
crude markets. Higher trading volumes
also led toa strong contribution from its
metals and minerals division.

However, the demand shock in
energy markets due to coronavirus led
to writedowns on some of Trafigura’s
investments and stakes in physical
infrastructure.

Those included an impairment of
$287m on the value of its stake in its
India-based Nayara oil refining venture
with Russia’s Rosneft. Its shareholding
in Puma Energy, a debt-laden fuel
retailer, was also written down by
$293m.

In the six months to March, Trafigura
reported net income of $542m, up from
$426m in the same period a year earlier,
from revenue of $83bn. Gross profit
margins across the oil, metals and min-
erals businesses more than doubled to
3.8 per cent from 1.7 per cent.

WHSmith was been “coming to us with a shopping list”
one of the first of businesses that they thought were
to market, fundamentally valuable but had been
issuing stock badly affected by the pandemic.
worth £166m in Peel Hunt said the market reaction
Aprilto protect  to the bumper crop of corporate share
the business sales had been broadly positive,
Daniel Jones noting that the share prices of almost all
of the 69 companies had risen since the
placements.
Shares were offered at an average dis-
count to the previous day’s close of 8.1
percent.
That is a bigger price reduction com-
pared with placings at the start of the
pandemic. Between mid-March and
early May, shares were issued on the UK
market at an average discount to the
previous day’s close of 4.4 per cent.
Bankers and lawyers agreed that
shareholders had in general been sup-
portive of companies’ efforts to bolster
their balance sheets.
“1f you take the view that any
particular company is going to get
through Covid-19, and it's well managed
and it will still be in existence this time
3 next year, then actually you could argue
Eyo%l take that these shares are very well priced,”
the view said MrParry.
that any This crisis was different from 2008, as
. “no one is really responsible for what is
partlcular happening” and investors “know it’s
= bad luck”, said Mr de Smet.
group will But Christopher Rossbach, chief FT
get thl'ollgh investment officer at J. Stern & Co, an
and it’s well asset manager, took a dimmer view, say-
ing investors in some companies that FastFT
manang. were doing emergency fundraisings Our global
were “throwing good capital after bad”. team gives you
you could “That capital isn’t going towards real- market-moving
argue that isingopportunities; it'sgoingtoshoreup news and views,
these are existing businesses,” he said. “Should 24 hours a day
. , you be investing in those companies in fl.com/fastft
well priced’  thefirstplace?”
Equities

NetEase jumps on $2.7bn HK debut as
peers ponder further homecomings’

PRIMROSE RIORDAN, HUDSON LOCKETT
AND MERCEDES RUEHL

Shares in tech group NetEase surged on
their Hong Kong debut following a
$2.7bn secondary offering, as tension
between Washington and Beijing
prompts more Chinese companies to
raise cash in the city.

In early trading yesterday, the stock
rose as much as 10 per cent as China’s
biggest maker of online video games
found strong demand. By late afternoon
in Hong Kong the shares were up just
over 6 per cent.

Hong Kong's stock exchange is
expected to benefit due to a flare-up in
Us-China frictions. Several big compa-
nies from the second-largest economy
have lined up “homecoming” listings in
the city as the Trump administration
increases pressure on Chinese compa-
nies that trade in US markets.

NetEase and JD.com — another China
internet group — have for years traded
exclusively in New York. The latter
could raise $3.9bn ahead of its own sec-
ondary listing in Hong Kong next week,
which would make it the territory’s big-
gest stock debut of the year sofar.

Investment bank China Renaissance
estimated yesterday that more than
$1tn worth of Chinese listings on Wall
Street could be affected by proposed US
legislation that would forcibly delist
companies that fail to comply with US
accounting standards.

China Renaissance identified more
than 30 US listings of Chinese compa-
nies that qualify for a secondary listing

China groups listed in HK
or the mainland ‘typically
receive strong interest

at higher valuations’

in Hong Kong, including tech groups
Baidu, Pinduoduo and iQiyi.

The bank also pointed out that Chi-
nese companies listed in Hong Kong or
the mainland “typically receive strong
investor interest at higher valuations,
and better initial price performance”.

Baidu, the company behind China’s
leading search engine, is also consider-
ing an offering in the city.

The trend for such homecoming list-
ings was kicked off last year by ecom-

merce group Alibaba, whose $13bn
offering also coincided with a spike in
US-China tensions.

The wave of listings could also boost
Hong Kong, which has become one of
the main battlegrounds in US-China
tensions.

Washington said last month it plans to
eliminate the former British colony’s
trading privileges after Beijing
announced plans to impose a national
security law.

The Asian financial hub has been
rocked by months of anti-government
protests and the local economy is mired
in a recession. Tourists from mainland
China — a big source of Hong Kong’s
income — have avoided Hong Kong due
to the political unrest.

JD.com’s shares are set to begin trad-
ing on June 18 at HK$226 per share, or
an almost 4 per cent discount to their
Us-listed American Depositary
Receipts, two people familiar with the
deal said.

JPMorgan, Credit Suisse and CICC are
joint sponsors of NetEase’s Hong Kong
listing.

Bank of America, UBS and CLSA are
joint sponsors of JD.com’s offering.
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The day in the markets

What you need to know

» Wall Street retreats after uptick in
virus cases casts doubt on swift rebound
« US banks tumble following Fed pledge
to keep rates lower for longer

» Oll plummets, with Brent crude falling

| Wall Street tumbles after Fed’s gloomy prognosis

Indices rebased

== Nasdaq Composite S&P 500

Dow Jones Industrial Average

Bad things start to
happen when finance
front-runs the economy

Mohamed El-Erian

beneath $40 106

The Federal Reserve’s downbeat .

prognosis on the US economy, combined 104 I\/[ a]_ake t S :[]_1 S]_gllt

with fears over a second wave of

coronavirus infections, helped to send

stocks tumbling yesterday. 102 or most of the past 15 years, ture attempt to limit government defi- cheques to US households as part of a
The FTSE All-World index slid 3.3 per the US economy hasreliedon  cits undermined growth, adding to  broad-based relief effort.

cent, its steepest one-day fall since April, a mix of public and private households’ economic insecurity — The immediate impact on financial

a day after the US central bank indicated 100 finance to liquefy financial especially as the benefits of the meagre  markets has been beneficial. Corporate

it would take years to bring the markets, boost asset prices growth flowed to the better-off seg- bond issuance has been setting new

unemployment rate back down fo pre- and drive economic growth. ments of society. Rather thanreduceits  records, as have inflows of investors’

pandemic levels. ! og What used to be a sequential process  balance sheet, the Fed felt compelled to  funds into credit markets, despite very
More than 1.5m Americans filed for — private sector credit factories at full  expand it, waiting for an elusive policy  low yields. The spillover effects include

first-time unemployment benefits last force during the good times, and vast handoff to those more able to deliver — more than $300bn of emerging-market

week, taking the number of applications % injections of liquidity from the public  genuineand durable economic growth. bond issnance in the first five months of

to 44m since the US lockdown began in
mid-March. While the pace of jobless
claims has slowed, a US unemployment
rate of 13.3 per cent remains above its
peak during the 2008-09 financial crisis.
The Fed said it expected the jobless rate
to fall only to 9.3 per cent this year,
dashing hopes of a V-shaped recovery in
the largest economy.

Weighing on senfiment was also a jJump
in new coronavirus cases. More than two-
thirds of the 13 stafes that reporfed more
than 500 corenavirus cases on
Wednesday were from US regions that
began fo reopen their economies
early last month, according the Covid
Tracking Project.

Wall Street was down sharply at
midday in New York, with both the Dow
Jones Industrial Average and S&P 500

Fri Mon

Source: Refinimv

Thu

falling & per cent while the tech-heavy
Nasdaq Composite slid 2.7 per cent,
retreating from the 10,000 mark.

“The Fed's take on the economy, rising
infections, and fears of a second wave
have triggered the negativity,” said Bill
Blain, market strategist at Shard Capifal.

Among the worst-hif stocks were US
banks after Fed officials projected
interest rates remaining close to zero
until at least the end of 2022.

The KBW Bank index, which fracks US
lenders, fell 75 per cent yesterday, as
lower inferest rafes fend to hurt banks’
profits.

On both sides of the Atlantic, energy
was the weakest sector, fracking a slide in
crude prices. Both global benchmark
Brent crude and US marker WTI declined
8 per cent to $38.34 and $36.23 a barrel.

Europe’s oil and gas sector closed
down more than & per cent, lagging the &
per cent fall in the wider Stoxx Europe
600 benchmark.

The jitters helped haven assets rally.
The yields on the 10-year US Treasury
and Bunds sild 7 basis points and 9 bps
respectively as investors sought the
relative safety of core government debt.
Ray Douglas

Markets update

sector during the more difficult times —
has evolved into a simultaneous one.
The resulting explosion in leverage has
been cheered by markets and most
economists, for now. But it will become
a lot more problematic should finance’s
front-running of the economy not be
validated by strong growth that is also
inclusive and sustainable.

Let us start with how we got to the
great disconnect between economic and
corporate fundamentals and appetites
for risk, on the part of both providers
and users of debt financing.

Goinginto the global financial crisis in
2008, private sector credit creation had
operated in turbo-charge mode. In addi-
tion to buoyant issuance of bonds, there
was a rapid rise in securitisation, which
found new ways to lever corporate and
household balance sheets while reduc-
ing barriers to entry for creditors. But
the whole process got carried away,
resulting in huge risk-taking.

As the private sector went into a dis-

Meanwhile, the private sector went
on a borrowing binge as Fed-repressed
interest rates encouraged and enabled
not only the funding of operational
expansion but also — in a much bigger
way — the buying back of stock, the pay-

The huge rise in leverage
will prove advisable and
sustainable if, and only if,
growth picks up quickly

ing of high dividends and the pursuit of
mergers and acquisitions. Then came
the Covid-19 shock to the economy and
markets.

Facing a new threat of depression, the
public sector pivoted to a “whatever it
takes” paradigm. The Fed’s balance
sheet exploded — almost doubling to
near-$7tn in less than a couple of
months — as did US government bor-

the year, exceeding levels for the same
periodsin 2018 and 2019.

This huge rise in financial leverage
will prove advisable and sustainable if,
and only if, economic growth picks up
quickly and validates it. In such a sce-
nario, companies’ and countries’ use of
debt to bolster cash buffers and offset
huge revenue shortfalls would be
deemed to have been a wise way toavoid
temporary liquidity problems turning
intoa crippling solvency risk.

But if growth disappoints, the econ-
omy and markets will have to cope with
a big debt overhang that results in even
greater central bank distortions of mar-
kets and lower growth potential.

Given that this nascent economic
recovery is subject to uncertainty, the
answer is not to de-lever balance sheets
quickly. Instead, there is a need for an
evolution. Governments should ensure
a stronger foundation for high and dura-
ble growth that benefits more than the
well-off in society, and investors should

= | [ <3 ] [®] == "~ | = orderly mode of deleveraging, the pub-  rowing, risingby anextral5percentof be more disciplined in minimising
us Eurozone Japan UK China Brazil lic sector had to step in and dowhatever  gross domestic product. exposures to bankruptcy risk and capi-
Stocks S&P 500 Eurofirst 300 Nikkel 225 FTSE100 Shanghal Comp pa it could to avoid a depression. Govern- The scale of such policies was once  tal impairments. Lastly, companies
Level 307870 1378.16 22467291 607670 2920.90 94685.98 ment debt and the Federal Reserve’s  considered unthinkable. To overcome  need to resist the temptation to use debt
% change on day 349 -1 -282 -3.99 -078 213 balance sheet soared — accompanied by  the risks of market malfunctionanda  for more financial engineering and
Currency $ Index (DXY) $ per € Yen per $ $perf Rmb per $ Real per $ assurances from officials that this credit freeze, the Fed is now underwrit-  higher executive pay.
Level 06,404 1138 106.645 1264 7.070 4974 growth would be reversed once eco-  ingnotjustliquidity risk and credit risk
% change on day 0466 0265 0559 0940 0.040 1416 nomic growth recovered. for high-quality companies, butalsothe  The writer is Allianz’s chief economic
Govt. bonds 10-year Treasury 10-year Bund 10-year JGB 10-year Giit 10-year bond 10-year bond But exiting this regime proved diffi- risk of defaultin the junk-bond market.  adviser and president-elect of Queens’ Col-
Yield 0.670 0415 0.000 0198 2809 6390 cult in the post-crisis years. A prema-  Fiscal measures have included sending  lege, University of Cambridge
Basis point change on day -1.170 -8.300 -1.930 -6.800 -2.200 -28.400
World Index, Commods FTSE All-World OIl - Brent Oll - WTI Gold Sllver Metals (LMEXO
Level 34316 37.98 35.47 1722.05 17.72 2656.90
% change on day =374 -7.95 -9.19 0.50 0.48 163

Yesterday's close apart from: Cumencles = 1500 GMT: S&P. Bovespa, All World, Ot = 17-00 GMT: Gold, Silver = London pm fix. Bond data supplied by Tullett Prebon.
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Wall Street

Norweglan Cruise Line, Carnival and
United Airlines all plunged as worries
about an economic relapse and a second
wave of Covid-19 infections sent US travel
stocks fumbling.

Wynn Resorts was the sharpest faller
among the casino operators after
reporting a drop of more than 99 per cent
in visitor numbers to Macau from
mainland China in April.

Retailers reliant on malls and
depariment stores also weakened with
Under Armour, L Brands and Calvin Klein
owner PVH all under pressure.

Mall owners Simon Property and Site
Centers dropped, with Raymond James
analysts turning cautious on concerns
that the pandemic had shifted the
balance of power in rent negotiations
towards their tenants. “Even if an
economic recovery confinues unabated
(which Is far from certain), retailer
bankrupicies are likely fo confinue, store
counts will be rationalised, and the
economics of some businesses may
simply no longer support the same level
of rent moving forward,” the broker said.

Energy stocks slumped in fandem with
oil prices, which were down between 7
per cenf and 8 per cent by the European
close. Oneok, the Oklahoma natural gas
company, led the S&P 500 fallers after
launching a share placing fo raise around
$1bn. Bryce Elder

Eurozone

Uniball-Rodamco-Westfield and
Kléplerre slid after broker UBS cut
forecasts and repeated “sell” advice on
the European shopping centre owners.
The stock market “appears fo be
pricing in flat rental growth to perpetuity”
at a fime of unprecedented headwinds,
such as the switch to ecommerce, which
Covid-19 is “likely to have accelerated”,
UBS said. Dividend cuts over the past few
months were only the first phase of the
crisis, it added, with phase two requiring
companies fo sharply reduce loan-to-
value ratios and restore financial stability.
Bank of America also advised selling
Uniball, citing rising pressure from
tenants. It said that by the end of 2022
about 44 per cent of the group’s rents
would expire or reach a break option.
Alfa-Laval of Sweden slipped after
Barclays advised selling the heavy
Industries engineer. It cited the risk of
Alfa's biggest customers resetting capital
expenditure plans, in particular in the
marine and cruise ship markets that
provide £0 per cent of group earnings.
Telecom Italia fell on a downgrade to
“neutral” from JPMorgan. It expected the
company to part-sell its network fo KKR
within the next two months but said cash
flow guidance was probably foo high.
French semiconductor materials maker
Soltec slipped after cutting sales fargets
for the 2022 full year. Bryce Elder

London

The FTSE 100 recorded its sharpest daily
fall since March, but Rentokil managed to
dodge the selling pressure after a
positive update from its main rival.

ServiceMaster, the second-biggest
pest control company in the US affer
Rentokil, said Iin a second-quarfer frading
update that job postponements had
lessened. The residential pest control
market was guided at flaf fo slightly
lower year on year with termite and home
services up between 3 and 5 per cent.

Pest control accounts for nearly two-
thirds of Rentokil's revenue, with the
North American market alone providing
Just over a third of the group total, said
Barclays. It noted that Rentokil has
consistently outperformed ServiceMaster
and advised clients fo buy ahead of
interim results from the UK group due at
the end of July.

A broad reversal for economically
sensitive stocks sunk the wider market
with ITV and banks such as Lloyds and
Barclays leading the fallers. Rolls-Royce
was also weaker amid continued
speculation about a possible cash call.

Synthomer, the speciality chemicals
maker, dropped after Bank of America
starfed coverage with “underperform”
advice. The acquisition last year of US
peer Omnova was poorly fimed, leaving
Synthomer with foo much debt and high
execution risk, it said. Bryce Elder

-

We begin with Could Car Subscription Services
Disrupt the Auto Industry?
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Alan Bennetts
heads speak again

The playwright’s BBC series ‘Talking Heads’ has been remade
— and gained new resonance, writes Sarah Hemming

ong before lockdown hair was
even a concept, Alan Bennett
wrote a series of miniature
masterpieces: half-hour mon-
ologues that peered into the
homes and hearts of lonely individuals.
In each one, a solitary character quietly
unpacked the truth of their life.

Now they’re back. Director Nicholas
Hytner has revived Bennett’s Talking
Heads series, remaking them for the
BBC (which first broadcast them in 1988
and 1998) featuring a new assembly of
stellar actors and directors, with Martin
Freeman, Imelda Staunton and Tamsin
Greigamong the performers.

It’sabrilliantidea. Although the origi-
nals are in many ways timeless — no
period has a monopoly on loneliness —
they now feel strikingly resonant. Even
the format feels newly familiar. So many
of us have spent the past few months
watching talking heads — colleagues,
loved ones — on screens, scanning their
living rooms, searching for clues as to
how they are. Bennett celebrates that
instinct to empathise, casting the viewer
as the confidante to characters who
need tounburden.

“It feels like they were written for
now,” says Marianne Elliott, who has
directed two of the pieces (Soldiering On
with Harriet Walter and Nights in the
Gardens of Spain with Tamsin Greig).
“Because of course everybody has been
in lockdown. Everybody has been sit-
ting in their rooms on their own, talking
to themselves. And so many people
couldn’t go out at all. I think it makes
them more poignant.”

“They speak to something larger than
just not being able to go out of the
house,” adds Hytner, who has directed
three pieces as well as curating the
whole series. “They speak to a universal
sense of human isolation that every-
body shares — however large and loving

agroup of family and friends they have.”

Of the 12 originals, 10 have been
revived and filmed under lockdown reg-
ulations at the BBC’s Elstree Studios
(safety concerns ruled out the two that
require an actor over 70). They are
joined by two new monologues: The
Shrine (with Monica Dolan), in which a
wife discovers how little she knew her
husband, and An Ordinary Woman (with
Sarah Lancashire), which examines a
forbidden passion. Though infused with
Bennett’s dry wit and warmth, they are
all uncommonly frank, focusing on
subjects such as alcoholism, abuse,
paedophilia and chronicloneliness.

For actor Rochenda Sandall, playing
Marjory, an obsessively tidy housewife
in The Outside Dog, the new context may
help usto a deeper understanding of the
characters’ predicaments. The very
directive, for instance, to “stay at home™
highlighted the fact that for some peo-
ple home is not a safe place. Marjory’s
husband has a dark secret; her cleanli-
ness is adisplacement activity.

“At the beginning you think she’s a
fusspot and she must be a nightmare to
live with,” says Sandall. “Until you go
deeper and deeper.

“We start the whole piece with me
washing my hands,” she adds. “So
there’s a really strong and obvious link
[with now] there. But I think we canalso
relate to the feeling of being trapped
indoors, that fear of the outside — and
the obsessive thought process. Maybe it
will give people a little insight into what
it’s like to be trapped with somebody.
And the deep, deep loneliness. I think
it'sseriously relevant for now.”

The dramatic monologue has found a
new lease of life during the lockdown
period. As well as Talking Heads, we've
seen many new solos online — partly for
practical reasons, but also because they
voice the experience of so many people.

Clockwise from
top left: Tamsin
Greig, Lucian
Msamati,
Rochenda
sandall and
Jodie Comer in
“Talking Heads’

Zac Nichalson
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Some quietly distil big social issues:
Headlong’s Unprecedented series (BBC
iPlayer) includes a homeless man talk-
ing to his dog via Skype; the National
Theatre of Scotland’s Scenes for Survival
(online) features a woman who has
been in a controlling relationship. Many
people have also watched Simon
Stephens’s Sea Wall online: a witty but
intensely moving monelogue in which
Andrew Scott plays a bereaved man try-
ingto comprehend hisloss.

The intimacy of such pieces can forge
a direct and cathartic bond with the lis-
tener, particularly now. And many great
playwrights (Beckett, Friel) have used
monologues to reveal the way storytell-
ing helps us process experience. But
they demand great narrative skill from
the writer and actor. Bennett’s Talking
Heads are beautifully structured,
unpeeling layer by layer as characters

play a complex dance with the truth.
Elliott likens them to “mini-thrillers” in
their construction.

“You're given a clue here and a clue
there,” she says. “Sometimes you go
down a dead end and sometimes you
start piecing it all together to see the
truth. And sometimes you don’t want to
see the truth. That was what was so joy-
ful working on them: working out how
to get those performances to be utterly
real and also what to give the audience
when, like ina thriller”

“All of them are written with such care
and detail,” says Hytner. “And all of
them tell much larger stories than you
think they’re going to — in every sense.
By the time you get to the end, you feel
you have seen a lot more people than
appear on the screen.”

The characters can appear prickly at
first. One of the most challenging is

Wwilfred in Playing Sandwiches, a park
keeper who gradually reveals the truth
about his past. It's a deeply uncomforta-
ble piece. But Bennett invites, if not
sympathy, atleastunderstanding.

“It’s incredibly dark,” says Lucian
Msamati, who plays Wilfred. “In the
way of all good storytellers, Wilfred is a
strategically unreliable narrator. He
pulls you in with one hand while laying
out some pretty dark stuff with the
other. And there is a moment when he
admits something to himself.”

Msamati admits he was shocked
when he first read the script. “I'm a par-
ent. Immediately the blood boils, the
stomach churns. I'm pulled inall sorts of
directions. But it was also important
with me, as it has been with every single
character I've ever played, that I do not
judge him . . . That is perhaps where,
within drama, within storytelling, we
begin to find some kind of healing, some
kind of understanding, some kind of

‘Everybody has been in
lockdown. Everybody
has been sitting in their
rooms on their own’

justice that does not simply demonise.
This manis damaged.”

Some characters remain partly in
denial, others do achieve peace, resil-
ience or at least self-knowledge. And
Hytner suggests that there is something
“exhilarating” about the truth being
told: “As with all tragedy, it’s the courage
involved in simply surviving that is the
mostmoving.”

And perhaps that is the real pull of
these pieces. This recent period, in
which normal life ceased completely for
awhile, has encouraged reflection. For
Hytner, it’s in that deeper connection
that these monologues might hit home
right now.

“We are unknowable even to our-
selves,” he says. “And that’s another
thing they plug into. Every one of the
characters is telling a story they don’t
know they're telling. Many will them-
selves to be blind to what’s going on
because the truth is too painful. The
audience work out what the real story is
long before the subject of the story does.

“That’s something that’s familiar toall
of us. No matter how old you get, or how
wise you think you are, you find yourself
the victim of willed self-blindness all the
time. And that’s an enormously moving
and profound observation about the
human condition.”

“Talking Heads, BBC One and BBCiPlayer
Jfrom June 23, 9pm; ‘Unprecedented, BBC
iPlayer, bbc.co.uk; ‘Scenes for Survival’,
nationaltheatrescotland.com; Sea Wall’,
seawallandrewscott.com

Time-travel drama weaves a tangled web

began watching Dark for practical
reasons. Having started learning
German, I was looking for a Ger-
man-language show that would
provide some light relief from
unforgiving deutsche Grammatik. After a
quick online search, I teed up the Netflix
show for some easy watching, but
instead found myself pulled into a shad-
owy world and a labyrinthine plot that
only deepened the furrows in my brow.

This brooding series lives up to its
name within the first three minutes. An
ominous soundtrack rumbles over
woodland views that then cut to a grisly
hanging scene. But in a series that has
little respect for “the linearity of time”,
deathisrarelythe end.

Instead, the suicide of local artist
Michael Kahnwald kicks off a sprawling
time-travel plot that follows the inter-
twining lives of four families in the fic-
tional town of Winden. These relation-
ships only intensify the dourness: old
rivalries run deep, affairs threaten to
destroy marriages, and then a child goes
missing in circumstances similar to a
case from 33 years before. It soon
becomes clear that the disappearances
have something to do with the caves hid-
den in the penetralia of the surrounding
forest, which also have a sinister con-
nectiontoa nearbynuclear facility.

At the centre of the mystery is
Michael’s grieving teenage son, Jonas,
who begins to investigate the caves and
learns that inside them is a wormhole
that allows people to travel 33 years into
the past or the future. Through this
device, the ambitious sci-fi series
(which begins in 2019) doubles as a
period drama, ranging from the punish-
ing comb-backs of 1921 and slick tailor-
ing of 1953 to the Puffa jackets and
supersized hair of 1986. As characters

slip through this permeable space in the
woods, family trees become ever more
tangled, eventually causing poor Jonas
to exclaim: “Now I have another
grandma, and she’s the principal of my
school. Her husband, who's fucking my
mom, is looking for his son, who’s my
father! A few days ago1kissed myaunt!”

Dark’s art direction, which takes a
German autumn and cranks up the
dreariness to full caliginous despair,
reflects the moral decay that has fallen
over Winden. Like Twin Peaks and
Stranger Things, Dark leans heavily on
the potential for horror and unease in

The inescapability of
the past has a special
poignancy in a series
setin Germany

the small town. Rumour and intrigue
bubble over into violence, and there’s a
marked disconnect between private
and public appearance. But this self-
contained “nowhere” place, where
inhabitants dream of leaving but rarely
ever do and where nothing ever seems
to change, is also the perfect setting in
which to explore the circularity of time.
In this way Dark balances its outlandish
transtemporal plot with more realistic
portrayals of human flaws.

Like most time-travel storylines, free
will is a major theme as characters are
determined to correct past wrongs but
are unable to do so without affecting the
present. Jonas, for instance, is faced
with the choice between rescuing a

Brooding:

Lisa Vicari

and Moritz Jahn
in season three
of ‘Dark’

friend’s brother or risk never being born
himself. And although the 33-year time
gaps skip the second world war, the ines-
capability of the past has a special
poignancy in a series setin Germany.

The show focuses instead on an
impending doom we all live with. Envi-
ronmental dread hangs over the series
in the form of the power plant cooling
towers that rise out of the thick forest
canopy. Situated on the margins of “real
life”, Winden is a place where illegal
nuclear waste can be brushed under the
rug for decades, but dead birds falling
from the sky bring the cover-ups to the
fore. Such apocalyptic tropes hint at
end-of-the-world themes to come in
season threelater this month.

Watching Dark, it struck me that its
fascinating dance of obfuscation and
epiphany is not unlike the process of
learning a language. The show’s blurring
of beginnings and endings remind me of
the rules of German syntax, where often
you only know the action taking place
once you reach the very end of a sen-
tence. And if you've ever tried to tell the
time in German, you know it wouldn’t
be remiss to have an aspirin at hand.

But linguistic advancement aside,
Netflix’s first German-language series
has an enormous entertainment value.
‘With its underground passages, secret
horological societies, suspicious priests
and menacing forests, it exudes an
unmistakable Gothic gloom, perfect
for nights curled up at home with the
lights off.

Kristina Foster

Season three of ‘Dark’is on Netflix from
June27
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FT BIG READ. CHINESE BUSINESS

Anbang is embroiled in alegal fight over the stalled sale of hotels to South Korea’s Mirae. And the
emergence of a rival claim of ownership now threatens to embarrass the Chinese Communist party.
By Henny Sender, Don Weinland and James Fontanella-Khan

hen South Korean asset

manager Mirae pulled

the plug on a $5.8bn

hotel deal with China’s

Anbang in April, it
looked like one more casualty of the
coronavirus outbreak. The acquisition
agreed in September 2019 had dragged
on into the pandemic, which has devas-
tated the hotel industry. Mirae’s last-
minute termination of the deal in April
led to accusations from Anbang that the
buyer “got cold feet”.

But a previously undisclosed docu-
ment — revealed in a US court by Mirae,
part of its defence in a suit brought by
Anbang — suggests the pandemic was
just one element of why it walked away
from the purchase of 15 hotels including
the JW Marriott Essex House in New
York and the Four Seasons and Ritz-
Carlton resorts in California.

The document reveals competing
claims of ownership on the hotels,
which were stripped from Anbang’s
founder Wu Xiaohui by Chinese author-
ities in 2017. Purportedly signed by Wu,
the Delaware Rapid Arbitration Act
agreement, or DRAA, appears to be an
attempt to transfer ownership of the
hotels from Anbang to four Delaware-
based parties, and also give his own fam-
ily a claim to the assets, just weeks
before he was detained in China in June
2017 on corruption charges.

At the time he was arrested Wu was
the most high-profile tycoon to be

‘Those folks [parties in
the document] have
vanished into the ether.
It may be because they
never existed’

ensnared in President Xi J[inping’s anti-
corruption drive. Anbang was once con-
sidered the darling of Chinese M&A,
launching an $18bn buying spree
between 2014 and early 2016. Along
with a cohort of other conglomerates
such as HNA and Dalian Wanda, its
deals were often viewed as part of the
Chinese government’s “going out” pol-
icy that endorsed overseas investments.

Now Beijing is potentially saddled
with billions of dollars in debt from that
spending spree and facing a US legal
fight over Anbang’s assets that threat-
ens to embarrass the Communist party’s
top leadership. Among those who have
been drawn into the legal fight is the
family of the late Communist party
leader Deng Xiaoping. A granddaughter
of Deng became Wu's third wife.

“The politics behind Anbang got very
complicated for Xi Jinping, mainly
because there are other powerful fami-
lies with interests in the company,” says
one person close to its senior manage-
ment. There has been a continuing
internal fight over the company assets
since Wu's arrest, the person adds.

Anbangand bust

The sale of the hotels to Mirae — which
won a hotly contested auction involving
17 bidders, including private equity
firms Blackstone and Brookfield — was
supposed to be one of the last large dis-
posals of Anbang’s financial and prop-
erty empire. The transaction would
have helped reduce its debt, to the relief
of Beijing regulators, who had already
given the leveraged insurer a $10bn
state bailout.

Founded by Wu as a small insurance
group in 2004, Anbang was from the
beginning a one-man show. But the one
man at the heart of it — a former car
salesman from Wenzhou — proved to be
erratic. The company underwent rapid
expansion after 2011 with its by then bil-
lionaire owner developing a reputation
as the country’s most prominent deal-
maker. In a matter of months in 2015, it
bought Dutch insurer Vivat and alarge
stake in South Korea’s Tongyang Life.

By 2016, Anbang held insurance and
real estate assets across the globe. That
same year, Wu was involved in a bitter
battle with Marriott to buy Starwood
Hotels, at one point offering $14bn for
the chain only to abruptly withdraw the
bid without explanation days later.

But the company was not built on a
solid foundation. Chinese investigators
alleged in 2017 that its founder had been
injecting insurance premiums into
Anbang to artificially inflate its stock,
bolstering the size of the group and fuel-
ling his buying spree.

The same year — and with pressure
mounting on his business empire — the
‘Wu signature and seal appeared on the
DRAA, apparently giving his family and
that of former Communist party leader
Deng claim to billions of dollars in Cali-
fornia hotel properties, in the event of
Beijing seizing control of Anbang. The
existence of the DRAA — dated May 15
2017 — was not widely known until April
of this year.

Much of its content focuses on trade-
mark disputes. But a clause towards the

The mystery over Anbang’s hotels

Main image: the
hotels, including
Manhattan’s
Essex House,
were stripped
from Anbang's
Wu Xiaohui by
Beijing in 2017.
The Delaware
Rapid
Arbitration Act
agreement
appears to have
been an attempt
to transfer
ownership of the
hotels from
Anbang to four
Delaware-based
parties. Below:
the DRAA bears
the seal of Chen
Xiaolu, a
princeling who
became an
Anbang director
but died in 2018.
Bottom: among
those who have
been drawn into
the legal fight is
the family of
Deng Xiaoping
Mainimage-FT mantage

end of the 16-page document states that,
in the event that Anbang is seized by
China’s insurance regulator or other
government entities, the Wu and Deng
families “unconditionally agree to have
the four parties of the United States to
sue and file an additional complaint
against the institutions”.

The “parties” are Delaware-based
shell companies and their ultimate own-
ers are unknown. Court records show
they have had dealings with Anbang for
several years. The Financial Times tried
to contact people linked to the docu-
ment, but none responded to inquiries.

Travis Laster, the vice-chancellor of
the Court of Chancery in Delaware who
will be the judge when the case between
Anbang and Mirae resumes in August,
recently said of the “parties”: “Those
folks have vanished into the ether. It
may be because they never existed in
the first place. It may be because they
are fraudsters. It may be because they
are somewhere in China. I don’t know.”

The document also warns that the
DRAA is confidential and may not be
leaked “In particular, to Xi Jinping’s
family, [then anti-corruption chief]
‘Wang Qishan’s family and other families
of members of the Standing Committee,
or any personnel from the central gov-
ernment, any law enforcement person-
nel, and other personnel, lest that rele-
vant personnel be subject to criminal
liability or death penalty”. The docu-
ment adds that any party that contra-

venes the agreement could be liable for
apenalty of up to $270bn.

Just three weeks after the DRAA was
signed, Wu was arrested in Beijing and
eventuallyjailed for 18 years.

Former aides say Wu was reluctant to
sign documents, which has led some in
Anbang to question the authenticity of
the DRAA. Anbang legal representa-
tives in the US have sought to portray it
as a fraud, saying Mirae is using it as an
excuse to break the deal, and on
Wednesday asked the Delaware court to
dismiss the document from the case.

Adam Offenhartz, a lawyer at Gibson,
Dunn & Crutcher, representing Anbang,
said in a May 8 hearing: “I find it
remarkable that Mirae, an international
company with billions of dollars under
its management wing, with billions of
dollars of investments, is basically
cloaking itself with the cloud generated
by these fraudsters.”

Anbang executives in China did not
formally respond to emailed questions
and requests for interview about the
document.

The DRAA also bears the seal of mili-
tary commander turned entrepreneur
Chen Xiaolu. Chen, a so-called prince-
ling, was the son of Chen Yi, a revered
revolutionary who served as mayor of
Shanghai during Mao Zedong’s era. The
younger Chen also served in the military
but later moved into business, becom-
ing a director at Anbang, though he was
never formally on the payroll. He left
the company in 2016, months before the
DRAA was drawn up.

Chen died of a heart attack in Febru-
ary 2018, after being questioned by Chi-
nese regulators about his role in the
insurer and the extent of the compensa-
tion he might have received from wWu.
Anbang insiders say Mr Xi sent a rela-
tive to the funeral service, who gave a
short speech in which he described
Chen as an elder brother to the Xi fam-
ily, they add.

According to a February 2020 letter
by DLA Piper sent to the then-counsel of
record for the entities named in the
DRAA, it was Chen’s idea to shift the
ownership of at least some of the hotels
from Anbang to the Wu and Deng fami-
lies. The law firm said it had been
engaged by other parties tothe DRAA to
explore the agreement’s validity and
potential claims against Anbang but it
has subsequently stopped representing
the entities.

The DLA Piper letter notes that Wu's
signature on the DRAA “appears to
match the signatures on Anbang Insur-
ance’s trademark applications filed to
the” US Patent and Trademark Office.
Yet it is not identical “so as to be a cut-
and-paste copy™.

The uncertainty over the ownership
of the hotels was enough to trigger
Mirae’s refusal to close the purchase in

late April. “Once those litigations and
related matters came to light within
days of the . . . closing, the title insurers
refused to unequivocally insure [ Mirae]
as the sole owner of the properties, and
the lenders, several of the world’s lead-
ing financial institutions, were unwilling
to provide the $4bn in financing needed
to close,” according to Mirae’s counter-
claim against Anbang.

Unpicking the M&A spree

The DRAA’s existence also poses prob-
lems for China’s banking and insurance
regulator. The CBIRC took control of
Anbang in February 2018 with a man-
date to dispose of its overseas assets,
reduce its mountain of debt and with-
draw from the insurer, now renamed
Dajia, within two years.

Anbang’s management hired invest-
ment bankers to sell off its offshore
assets. The priority was to find a buyer
for the hotels, all under the Strategic
Hotels & Resorts brand which Anbang
had initially purchased from Blackstone
in 2016 for $6.5bn.

A senior CBIRC regulator, Luo Sheng,
was put in charge of the process despite
having limited overseas experience to
deal with complicated transactions such
as the legal dispute with Mirae. Despite
early successes — such as the sale of the
Fidea Belgian assets for $543m — it
quickly became clear that unpicking
Anbang was going to be a complex
process for the regulator, which

“The legal quagmire is
going to make it very
hard, even for aggressive
buyers of distressed
assets, to make a move’

declined to comment for this article.
Problems surfaced even before the
deal was signed in September 2019
when Mirae discovered grant deeds —
separate from the instructions in the
DRAA — that purported to show
that ownership of six Californian hotels,
including a Four Seasons in Silicon val-
ley and a Ritz-Carlton in Half Moon Bay,
had already been transferred to other
unrelated parties, according to legal
documents reviewed by the FT. But
Anbang reassured Mirae that it could
expunge what it said were fraudulent
titles, and later cleared most of the six.
But with competing claims on some of
the properties, the title insurance com-
panies refused to provide the uncondi-
tional cover required for lenders to
finance Mirae’s purchase. The Korean
group had already paid a $581m deposit
to Anbang and a $50m fee to its bankers.
On February 24, Mirae’s leading
lender Goldman Sachs alerted the South

1/

Bidders for the 15
Anbang hotels in an
auction won by
South Korea’s Mirae
for $5.8bn

$581m

Deposit already pald
by Mirae to Anbang
before It pulled the
plug on the deal. It
has also pald $50m
In fees to Its bankers

$10bn

State ballout of
Anbang by Beljing,
which renamed the
group Dajla

Korean company that its lawyers Cleary
Gottlieb had found that in addition to
the disputes in California, Anbang’s
remaining nine properties faced similar
challenges in court in Delaware.

Mirae’s lawyers now argue that
Anbang deliberately failed to inform it
of the competing ownership claims,
fearing that such a disclosure would
have sunk the deal. “It’s like someone
pulled the emergency brake,” says a
person involved at the time.

Gibson, Dunn & Crutcher, Anbang’s
lawyer, says the insurer was not obliged
to inform Mirae of the DRAA and only
made it available to the South Korean
group 24 hours before the transaction
wasscheduled to close.

Anbang continues to contest Mirae’s
right to walk away from the deal to buy
Strategic Hotels, whose value has
almost halved from the $6bn it reached
less than a year ago. But there is no obvi-
ous alternative buyer even ata discount.

“The legal quagmire that is emerging
is going to make it very hard, even for
the most aggressive buyer of distressed
assets, to make a move,” says one inves-
tor familiar with the properties.

Legacy problem for Beijing
1f Anbang fails in its case against Mirae,
it and the Chinese state could be left
holding billions of dollars of debt —used
to buy the properties in the first place —
with no obvious way to repay it.

“This isn’t the best environment,”
says one investor familiar with
Anbang’s original purchase of the
hotels. “That debt will have to be
restructured. It will take years.”

Even those who have dealt with both
the company and regulators in the past,
such as Blackstone and JC Flowers, say
they are not interested in these assets,
according to people close to the private
equity groups. Nor is it clear where
Anbang will get the money to complete
the promised multibillion-dollar reno-
vation of Wu’s most famous acquisition,
the Waldorf Astoria, which he bought in
2015 for $1.95bn.

wu's downfall signalled a larger shift
for corporate China. In 2017 and 2018,
several aggressive conglomerates began
unwinding tens of billions of dollars in
global investments. China’s global M&A
footprint has already shrunk dramati-
cally outside the technology sector.

China itself no longer has massive
funds to recycle to the rest of the world.
Failure to close the Anbang hotels deal
or finding a new buyer, however, could
seriously dent its capacity and that of
Chinese companies to be taken seri-
ously indeveloped markets.

“Chinese buyers are no longer consid-
ered the buyer of first choice,” says one
investor with experience of the market.
“Whether as buyers or sellers, they have
lost credibility.”
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Powell delivers a stark
message to the markets

Federal Reserve is right to rule out any near-term interest rate rises

Jay Powell, the Federal Reserve chair,
has delivered a wake-up call to equity
markets. His testimony, following the
meeting of the Fed’s interest rate set-
ting committee, was a bracing riposte
to the idea that the coronavirus and
its economic impact will be quickly
resolved, and that US companies will
be able to pick up from where they left
off before the pandemic shut down
large parts of the country. He delivered
a justifiably dire prognosis for the
American econonry.

The central bank’s forecasts, pub-
lished alongside the decision of the
Federal Open Market Committee, pre-
dict a 6.5 per cent contraction in the US
economy this year with the unemploy-
mentrate ending at 9.3 per cent. While
jobless figures that pointed to a
decrease in unemployment, released
last week, were a welcome surprise, Mr
Powell said he was still concerned
about the long-term damage to the
economy: “Many millions of people”
would not quickly be able to return to
work, he said.

This was matched by a dovish mes-
sage on interest rates. Mr Powell indi-
cated that the central bank will not
increase rates until at least 2022.
“We're not thinking about raising rates.
‘We're not even thinking about thinking
about raisingrates,” he said.

It may be a case of once-bitten, twice
shy for Mr Powell. The attempt to “nor-
malise” lending rates early in his term
as Fed chair was aborted after the
global economy started to slow. On
‘Wednesday he said that before the pan-
demic hit, the US had “the first tight
labour market for a quarter century”
and this was beginning to lead to wage
growth for disadvantaged groups. “We
had every expectation that this would
continue, and then this comes”, he said,
“and it’s heartbreaking”. He added that
despite low pre-pandemic unemploy-
ment the Fed had been seeing “almost

invisible moves on inflation” and job-
lessnesscould have gone even lower.

Mr Powell’s dovish message and the
Fed’s forecasts appear to have rattled
investors: equity markets fell yester-
day as Wall Street opened. The extraor-
dinary package of asset purchases and
interest rate cuts already launched to
cope with the coronavirus crisis had
previously helped drive equity mar-
kets higher. Earlier this week the S&P
500, the main US index, recovered all
of its losses for the year.

Investors also appear more con-
cerned about a second wave of infec-
tions. Several US states are seeing a
sharprise in diagnosed cases since they
eased lockdown, including California,
Florida, Georgia and Texas. However,
Steven Mnuchin, the Treasury secre-
tary, ruled out any new lockdown
measures, saying, “We’ve learnt that if
you shut down the economy, you're
going to create more damage.”

A possible second wave likewise
presents a problem for the Federal
Reserve. In hisremarks on Wednesday,
Mr Powell appeared to rule out any
possibility of cutting interest rates
below zero. That leaves the possibility
of additional quantitative easing or
yield curve control, where the central
bank intervenes to keep long-term
interest rates at a particular target, in
addition to the short-term interest
rates it controls directly.

The Fed’s warnings are correct, as is
the decision to leave interest rates on
hold and communicate that clearly to
markets: exuberance was overdue a
correction. However, if necessary, the
Fed may need to find a way to do more,
especially if coronavirus returns in ear-
nest. In that event fiscal policy will also
need to step up. The Fed has not been
misled by the apparent fall in unem-
ployment nor by the rise in markets.
America can only hope its Congress is
justasclear-eyed.

[London can take heart
from Unilever decision

The consumer giant’s move is a feather in the City’s cap

The City of London has had little to
celebrate in recent months amid fears
over the impact of Brexit on its future
as a global financial centre. The news
that Unilever, one of Britain’s largest
and oldest businesses, is to abandon its
Anglo-Dutch structure in favour of a
single holding company, based in Lon-
don, is something to raise spirits.

The decision by the maker of every-
thing from Dove soap to Ben & Jerry’s
ice cream appears, at least on the sur-
face, to have had little to do with Brexit.
Optimists, however, will take heart that
the decision is a recognition that the
attractions of London as a capital mar-
ket have not yet dimmed even though
Britain has departed the EU.

For many of Unilever’s UK-based
shareholders the decision will also feel
like a victory. Two years ago, a plan
drawn up by the then chief executive
Paul Polman to simplify the company’s
structure by shifting its domicile to
the Netherlands, had to be abandoned.
UK-based institutions revolted when it
emerged that, after the restructuring,
Unilever would no longer qualify for
inclusion in FTSE 100 index. The move
would have forced tracker funds and
many active fund managers to sell their
holdings without the premium they
would have received in an acquisition.

The new proposal outlined yesterday
will require consent from half of the
shareholders in the Dutch entity and
75 per cent of those who own UK-based
shares. Dutch shareholders, who com-
prise 55 per cent of the combined mar-
ket capitalisation, should back the
offer. The company has said its Dutch
listing will remain and that it expects to
stay in the AEX index. Its operations,
both in the Netherlands and the UK,
will also not change as a result.

Above all, the rationale for unifica-
tion that held sway two years ago has
not gone away. In the words of Nils
Anderson, Unilever’s chairman, the

company’s structure is “outdated™
Unifying its legal parent structure will
give it much-needed flexibility for
equity-based acquisitions as well as
demergers. The pandemic has pro-
vided an added impetus for a more
nimble organisation. A spin-off of the
tea division now looks more likely.
Shareholders should benefit from any
restructuring.

There is a wider significance for
London as a financial centre. Brexit has
fuelled fears of an exodus of blue-chip
companies and banks, or at least their
staff, from London to other European
capitals, notably Paris and Frankfurt.
But the global nature of the London
market should not be underestimated.
A London listing still means greater
access to fundraising capital, core
financial infrastructure as well as deal-
making expertise. The UK capital also
offers other attractions, including the
English language, legal system and
timezone. Most of the world’s large
miners are listed in London for just
these reasons. When BHP came under
pressure from a leading activist inves-
tor to end its dual-listed structure by
dropping a main London listing while
keeping one in Sydney, the board
rightly stood firm.

Given the competition from other
capital cities and the uncertainties sur-
rounding Brexit, there will be battles
ahead. London will need to attract new
listings as well as retain existing ones.
Unilever’s decision makes sound busi-
ness sense but it is also an undeniable
featherin London’s cap.

Much still depends, however, on the
final trading relationship with the EU.
Boris Johnson cannot afford to assume
the UK’s attractions will conquer all.
Failure to reach a deal by the year-end
will pile pressure on companies already
struggling with the pandemic. That
might be enough to persuade future
Unilevers to jump the other way.
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Toppling the statue of a Bristol slave
trader obviously felt very satisfying to
protesters, and pushed UK home
secretary Priti Patel’s law and order
buttons (“Colston’s statue shows
society’s values are not set in stone™
Opinion, June 9). I thought the action

others of its ilk. As Labour leader Keir
Starmer said, the statue should not
have been there by now. So where
should it have been?

Bristol, Cardiff, Liverpool, Plymouth,
Glasgow, Oxford and Newcastle could
all contribute exhibits to a park in the

educational resource for the entire UK.
Modest job creation could be a bonus.
Memento (or Memorial) Park in
Budapest is a garden on these lines, an
open air museum of over 40
monuments that were removed from
the city after the fall of communism. It

offer inspiration. Let’s hope whatever is
done amounts to more than quietly
erasing offending statues, sending
them to dark archives one by one. Or
dumping them in ports.

There’s an opportunity to do so much
more.

showed colossal lack of imagination manner of a cemetery. That wouldbea | fails to provide enough information Eva Kaluzynska

over what to do with the statue and tangible memorial to slaves and an about the objects on display, but does Brussels, Belgium

Tory pick for capital’s BANX Permitting HSBC dividend | A working mother pleads
mayor ticks the boxes would help Hongkongers | for action on schools

1read Sebastian Payne and George In his analysis (“Lex letter from I have two daughters in primary school
Parker’s piece on the 2021 London London: the agony of HSBC”, June 10) and am still working full-time from
mayoral race with interests (“Tory Jonathan Guthrie highlights the home. There now appears to be every
doubts grow over candidate’s chances challenges confronting HSBC, a chance they won’t be going back to

of becoming London mayor”, June 10). colonial-era bank focused since 1865 school (Report, June 10) until

It is unfortunate that a section of the on Asia and only headquartered in September, and possibly beyond, and
Conservative party in London cannot London since the 1992 acquisition of could miss more than half a year of
accept Shaun Bailey as the party’s Midland Bank by then chairman learning and yet I will be able to take
mayoral candidate despite his winning William Purves. them to theme parks from next week!
the party’s nomination in an open 0ddly, when comparing HSBC’s Why is the government not investing

contest. Opposition to him is mainly
because he does not conform to
stereotype, although he believes in
traditional Conservative party values.

Meanwhile a section of the ethnic
community is protesting on London’s
streets for our political leadership to
reflect society, yet the notion of a
“black Tory” as mayor of London is
anathema to them.

These two groups should realise Mr
Bailey is the only candidate on the
ballot paper in May next year to
represent the core values of the
Conservative party, the start of the
fulfilment of the aspirations of Black
Lives Matter and a mayor who
understands the key issues afflicting all
Londoners: crime, transport and
housing.

Awele Obi
London HA6, UK

Euope’s restaurants and
the dark kitchen threat

Iread Dave Lee and Tim Bradshaw’s
article (“Uber Eats gets out of heat of
delivery kitchens”, June 10) on dark
kitchens with intrigue.

‘While it is true the dark kitchen
industry has not created any winners,
the issue for small independent
restaurants runs much deeper than
simply that they “are feeling cheated
by high rates of commission”.

The business model employed by
food delivery marketplaces is a double
whammy for hospitality business
OwWners.

As well as paying crippling fees that
are eating into already wafer-thin
margins, the restaurants are playing
into the hands of the strategy of dark
kitchens who want to remove
restaurants from the supply chain
altogether.

Every time a customer orders
through a marketplace, the local data is
used to determine the location, menus
and even delivery routes of these dark
Kkitchens.

For example, if you order lasagne
from a local Italian restaurant through
amarketplace, the information is
helping to determine the menu in the
nearest dark kitchen while the
restaurateur who received the order
won't be able to access the data to
improve their menu and service.

Lockdown has worsened the
situation. In a last-ditch attempt to
maintain revenue, many restaurants
signed up for the marketplaces that

“BORIS ToHNSon ISM'T AS
ENTERTAINING AS HE
vsep To B "

offered a temporary reduced
commission.

This has only further entrenched
their grip on the market as they can
quickly increase fees back to their
original level post-lockdown having
directed thousands of customers — and
their data — on to the platforms.

1f the trend continues, the
marketplaces could feasibly control a
huge share of Europe’s restaurant
industry and negatively impact the
sector’s quality and innovation and put
hundreds of restaurants out of
business.

The very diversity of restaurants that
makes the world’s food scene so
exciting is under threat.

Conor McCarthy
Chief Executive, Flipdish
Dublin, Ireland

The art of the political
insult through the ages

Simon Kuper’s opening shot
(“Welcome to the age of insult, you
snowflake”, Magazine, FT Weekend,
May 30) is that we are in the age of
insult but it is more the age of the one-
liner or even the single word.

Think of Norman Tebbit saying that
his fellow Conservative and prime
minister John Major had a “mulishness
of a weak man with stupidity” or Neil
Kinnock, the then Labour leader,
calling Lord Tebbit “a wart on a
carbuncle”. When questioned about it,
he retorted: “Yes, flattery is one of my
vices.”

But surely the golden age of the
political insult was the 1880s.

Benjamin Disraeli, for example,
proclaimed that William Gladstone
“was a sophisticated rhetorician,
inebriated by the exuberance of his
own verbosity and gifted with an
egotistical imagination that can at all
times command an interminable and
inconsistent series of arguments to
malign an opponent and glorify
himself”.

Mjchael-'l‘l:lomson
Perth. UK

recent poor share price performance
with that of Chinese banks, he omits
any mention of its cause, the demand
by UK regulators that HSBC halt
dividend payments.

This has caused widespread distress
and anger in Hong Kong among many
who depend on dividend income.

It is the weakmess of the UK
government desperate for a trade deal
with America that left HSBC with no
choice.

Without any diplomatic or political
backing they had to be seen to support
the security law.

However, there is one significant but
simple service the UK can render the
people of Hong Kong.

Permit HSBC and Standard
Chartered Bank to resume dividend
payments, a move more effective by far
than bland words of comfort for
protesters.

David Hall
Mid-Levels, Hong Kong

Gough Island albatross
deserves our support

Inevitably the media are focused on
pandemic deaths and the economic
crisis but we should not lose sight of
other issues. One seemingly
unimportant casualty that causes me
great sadness is that the Royal Society
for the Protection of Birds and UK
government project to save the Gough
Island albatross and bunting from
extinction has been put on hold.

These wonderful birds that inhabit
Gough Island, part of the British
Overseas Territory of Tristan da Cunha
in the middle of the south Atlantic, are
at risk because mice (now the size of
rats) introduced by seafarers are killing
their chicks in their nests. The plan was
to wipe out the mice.

The project was well under way
when the pandemic struck causing its
cancellation in March, with a team still
on the island and much of the support
infrastructure already in place.

It is hoped to try again in 2021, but
irrespective of the pandemic challenge
Iam concerned the RSPB will not be
able to shoulder the financial burden
on its own and clearly UK government
money will be hard to raise.

How important is this in the big
order of things? I think it is, as it shows
our humanity and care for the planet.
Admiral Lord West of Spithead
House of Lords,

London SW1, UK

resources in finding a solution? If we
can build temporary hospitals why
can't we find facilities for students?
Why are state school students
unfairly disadvantaged at this time?
The many private school students I
know have been able to continue their
lessons uninterrupted from home.
Most state school students have had
virtually no teaching support. Why is
no one concerned about the mental
health impact on children? How can
parents earn a living and be educators?
The country is failing our children.
Caroline Laurie
Warsash, Hampshire, UK

The Bezos business
mindset is far from crazy

In the FT book review of Bezonomics
(FT.com, June 8), the Bezos success
model is summarised as “a potent
cocktail of customer obsession, crazy
innovation and long-term thinking
driven by a relentless Al flywheel”. The
reviewer ends with an interesting
question: If Mr Bezos has created the
defining model for success, why are so
few copying it?

Research among corporate CEOs
published by Forbes last year
highlights a chasm between the Bezos
mindset and the typical CEO in the key
area of customer focus and innovation.

While Mr Bezos cites creating
customer value as his primary goal,
research reveals CEOs devote just 3 per
cent of their time to the customer
agenda, spending nearly all their
efforts trying to align competing
stakeholders and functional agendas.
Given that customers control cash flow
this can be very costly, especially in
today’s markets.

Rather than “crazy” innovation, Mr
Bezos focuses on differentiation and
unique positions in new markets. In
contrast, innovation was rarely
mentioned by corporate CEOs, and,
where it was, the focus was on
incremental improvements and
efficiency-driven process innovation.

Efficiency benefits are fine so long as
customers stand still. In the post-Covid
world, as customers constantly redirect
their cash flow, adaptability will be key
to success.

It’s a good time to reconsider
priorities and explore the available
methods and principles here.

John Greenhough
CEO, The GreenField Organisation,
Harrogate, North Yorkshire, UK

LIS cities need
more than
‘Kumbaya’

Notebook
by Patti Waldmeir

Flint, Michigan, has long been a
symbol of the failure of American
capitalism: a city so poor that even the
water was poisoned. Now it has a new
claim to fame: former US president
Barack Obama singled out this
economically depressed city in the
rust belt as a beacon of hope for US
race relations after one of the area’s
top police officers took off his riot gear
and joined protesters during an
antiracism march on May 30.

“I want to make this a parade, nota
protest,” the white sheriff of Genesee
County, which contains Flint, told
protesters. He became one of the first
US police officers to defuse the threat
of violence by taking the side of
demonstrators in America’s biggest
antiracism protests in 50 years. Video
footage of Chris Swanson high-fiving
black protesters, and assuring them
that “these cops love you”, went viral
as protests spread to cities across the
US, including Flint, named the poorest
city of its size in the US in 2017.

Eventually police in many places
did what sheriff Swanson did — take
off his riot helmet and stand with, not
against, the protesters. But he was
among the first. A self-described
“four-time Ironman [triathlon]
finisher”, “motivational” speaker and
author of Tinman to Ironman: 26.2
Proven Ways to Crush Your Failures and
Transform Your Life Today!, he is an
elected official who did not deny
aspirations to higher office when
asked by a Michigan newspaper.

Local activists are now questioning
whether politics helped motivate his

actions. DeWaun Robinson, head of
the Flint chapter of Black Lives
Matter, told the Financial Times,
“When we talk about real change
we're not just talking about jumping in
front a parade and singing ‘Kumbaya’,
we have to hold their feet to the fire.
This is not a parade, we have to
change the system and a big part of
that is creating a police oversight
board that oversees hiring and firing”

Mr Robinson applauds the city
council of Minneapolis, where George
Floyd was killed by a white police
officer, for announcing plans to
dismantle its police force, after
concluding that reforming it had
failed. “T'd love to see that here, I think
the community should police
ourselves,” he says.

Supporters of “defunding” or
“abolishing” police have rushed to
defend these concepts as not what
they sound like: more an effort to
redirect funds to reducing the causes
of crime, and hiring addiction and
mental health experts to deal with it,
rather than paying police to handle
situations they are ill-equipped for.
But top Democrats have distanced
themselves: the governor of my home
state of Ilinois called it “a poor use of
words to describe what many people
really want”.

The Minneapolis city council
president has spoken of her aspiration
for a “police-free” future. President
Donald Trump recognises phrases like
that for the political gift they are and
is using them to mobilise his
supporters, especially in swing

Midwest states such as Minnesota and
Michigan. Trump supporters there
generally do not aspire to live ina
state with no police, and the mere
notion could scare plenty of whites
straight to the ballot box for the
incumbent in November.

It may not assuage their fears to be
reminded that challenging the
legitimacy of the police was a central
tenet of the Black Panther Party, one
of the most influential black power
groups of the 19605 and 1970s.
“Defund” activists in the town where I
live outside Chicago directed me to
the writings of Angela Davis, one of
the most prominent black activists of
the 1960s, to understand their
platform.

Judy Greene, a longtime advocate of
police reform, says Mr Trump might
be wise to remind his supporters that
police brutality is not just a racial
issue. “Police kill three people a day
and the majority are white,” she says,
adding: “The number of blacks
[killed] are disproportionate so it's not
exactly an equal opportunity killing
machine, but white people are dying
too: start there, and then go after the
enormous and corrupt power of the
police unions.”

America has been preaching police
reform since racial unrest destroyed
cities like my birthplace of Detroit in
the 1960s. But Mr Robinsonsays we
can't wait any longer to tackle it,
warning: “If we don’t get this together
now, there will be a civil war”

pattiwaldmeir@ft.com
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Miles
Johnson

hose who earn a living ana-

lysing financial markets are

enduring testing times.

Many money managers

have been left baffled as
stocks have rallied to near all-time highs
at a time of a global pandemic, civil
unrest and mass unemployment during
an awful recession.

Not only have these exasperated pro-
fessionals lost money, but they must
also now contend with a new breed of
online day trader who has revelled in
relentlessly mocking their misfortune.

Dave Portnoy, an internet celebrity,
has posted daily trolling videos about
his profits from the rally to his 1.5m
Twitter followers. “The people on the
internet are debating who is the better
investor right now, myself or Warren

Buffett?”, he said in a post this week.
“It'sno debate. Ikilled him. He’s dead.”

Even worse for the investment indus-
try is that the rally has once again seen
managers paid to add value lose out to
passive investment funds. The “smart
money” — for nowat least —hastakena
beating, while those who many dispar-
agingly like to refer to as “dumb money”
are howling with laughter.

All this is bewildering for many who
pride themselves on understanding
financial markets. For some, it is cause
to mutter darkly about the day when a
sudden reversal in fortune will immo-
late the portfolios of day traders like Mr
Portnoy, wiping the grin from his
bearded face.

In all probability, the day traders will
discover before not too long that ran-
dom, frequently leveraged speculation
based on stuff posted on Reddit sooner
or later ends in tears. But many profes-
sional investors should also pause and
think hard about many of their own
enduring, unchallenged and frequently
unfounded assumptions about how
markets work.

Basing investment decisions on such

beliefs is not likely to yield much better
results than randomly punting on
penny stocks, yet many persist on treat-
ing them as if they were carved in stone.
The most common is the widely held
notion that what happens to the econ-
omy, be it global or national, will pre-
dictably be reflected in stock prices.
This assumption underpins much com-
mentary, and a huge amount of collec-

Valuation is a concept
mangled by many who
consider themselves
sage professionals

tive effort is devoted to forecasting gross
domestic product on the understanding
that thisis valuable to investors.
Currently, many analysts have been
stunned that stocks could be close to
their all-time highs during such a sharp
recession. But there is scant long-term
evidence to suggest that the near-uni-
versally accepted concept that eco-
nomic growth is correlated with stock

Myths can make ‘smart money act dumb

market performance is true. New York
University finance professor Aswath
Damodaran recently wrote: “the notion
that stock markets and economies are
closely tied together is deeply held, sim-
plybecause it appeals to intuition”.
However, US data going back to 1960
shows, “there is almost no correlation
between stock returns and real GDP
growth . . . In short, there is almost
nothing of use to investors from poring
over current macroeconomic data,
which is one reason why markets have
started ignoring them.” Yet not a day
goes by when analysts pore over some
economic variable in an effort to fore-
cast GDP, which is then assumed some-
how strongly and predictably to corre-
late with how markets perform.
Valuation is another concept mangled
by many who consider themselves sage
professionals. The market, they will say,
is “expensive” or “cheap” based on the
aggregate ratio of share prices to the
combined earnings of companies in an
index. It is still standard fare for mar-
kets commentators to say “the S&P 500
trades at a multiple of X, therefore it is
expensive”. Those who have continued

to invest using rudimentary notions of
“statistical value”, buying stocks or indi-
ces with low headline p/e ratios, have
underperformed for a decade.

This an abuse of the concept of valua-
tion because an aggregate ratio detaches
valuations from the underlying busi-
nesses they reflect. The question should
never be what valuation does a com-
pany trade at, but at what valuation
does a company deserve totrade?

Answering that question is certainly
not easy. But many top-down market
commentators fail to understand that,
in the simplest terms, some companies
are far better than others. There are
many other factors beyond valuation to
consider, such as a company’s vulnera-
bility to competition, its capital inten-
sity and growth prospects.

Mr Buffett, the butt of Mr Portnoy’s
jibes, once wisely said: “When ‘dumb’
money acknowledges its limitations, it
ceases to be dumb”. By the same stroke,
smart money that fails to question the
myths that it clings to can no longer be
considered that smart.

miles.johnson@ft.com

US allies should
plan for a Biden

presidency

GLOBAL POLITICS
Philip
Stephens

o predictions, but once ina

while it is useful to imagine

the news getting better.

Look beyond the summer

and two potentially game-
changing events come into view. Scien-
tists tell us a vaccine and/or treatment
for Covid-19 could map a pathway out of
the pandemic. As to the second possibil-
ity, my friends in the foreign policy com-
munity have taken a vow of silence.
Whisper it ever so quietly, but the US
may choose anew president.

Much of the world is now coming out
of coronavirus lockdowns, but the
recovery will remain patchy and hesi-
tant until we have much greater cer-
tainty that Covid-19 can be permanently
suppressed. The present danger is that
anything resembling a return to normal
life will herald a second wave of infec-
tions in the autumn. Epidemiologists
think some resurgence is inevitable.
The question is one of scale. Aslong as
there is uncertainty, business will hold
back from the full-throated investment
needed for a strong recovery.

The critical ingredient for a sustained
upturn is confidence. By removing
future risk, a vaccine — or the firm
promise of one within, say, a year —

would transform the outlook. A
treatment that greatly reduced mortal-
ity rates would go a long way in the same
direction. The grim picture painted at
present by most economic forecasters
rests on an assumption that the virus
will hang around indefinitely. With the
prospect of complete suppression, the
economic bounceback would probably
be much stronger than that seen in the
aftermath of the 2008 financial crisis.
As willing as they are to speculate
about each and every step towards a
vaccine, politicians and pelicymakers
beyond America’s shores are conspicu-
ously silent about what, in the absence
of the pandemic, was to have been the
geopolitical event of 2020. Barring a
handful of autocrats, friends and allies
of the US are mostly behind the Demo-
cratic candidate Joe Biden. A second
presidential victory for Donald Trump,
European leaders are heard to murmur,
would be a catastrophe for the demo-
cratic community of nations we com-
monly call the west. But most of them
got the result badly wrong in 2016. To
predict that US voters will now throw
out Mr Trump would be to tempt fate.
Yet the polls suggest Mr Biden hasa
more than 50:50 chance of winning the
White House. Mr Trump has fallen back
on his base, the economy will struggle to
return to robust growth in the months
before the election and Covid-19 could
well claim many more American lives.
Circumstances could change, but it
would be reckless to ignore the real pos-
sibility that Mr Trump will be swept
away in an avalanche of angry tweets.

A Biden victory would not of itself
change the world. Intense Sino-Ameri-
can rivalry, strategic as much as eco-
nomic, cannot be wished away. The
Middle East is a long way from peace.
Russia’s Vladimir Putin shows few signs
of abandoning his revanchism. The
stresses and strains of globalisation and
inequality will continue to feed the fires
of populism.

The fabric of multilateralism has been
badly torn at the very moment it is
needed to confront the existential
threat of global warming. These are
challenges beyond ready solution
by even the most benign American
leadership.

Never mind. After the capriciousness
of Mr Trump, the simple fact of a presi-
dent who values alliances, is ready to

This is no time for Europe
to sit on its hands. It must
think hard about how
it could be a partner

return the US to the Paris climate
change agreement and wants to
strengthen rather than pull down the
west’s open, liberal order would be a
considerable advance. It would revive
the opportunity lost to Mr Trump’s bel-
ligerent unilateralism. That democracy
is in retreat around the world reflects in
significant measure the disdain of the
leader of the world’s most powerful
democratic nation.

So this is no time for America’sfriends
to sit on their hands. Instead, they
should be thinking hard about how they
could be partners in the effort to restore
arules-based international system —an
order that would be rejected most likely
by China and Russia, but one vital to
preserve the democratic values on
which the security and prosperity of the
west depend.

Mr Biden, we know, is a firm sup-
porter of Nato. His election would be the
moment for the alliance’s European
members to make good on their prom-
ises to contribute more to the alliance.
The Democratic candidate likewise has
indicated that he would wish to rescue

the international nuclear accord with

Iran. What can Europe do to persuade
Tehran to meet the understandable con-
cerns of many Americans?

Beyond such regional concerns Euro-
pean governments, along with allies
such as Japan, South Korea and Aus-
tralia, have a role to play in crafting a
broad western strategy towards China
that combines necessary engagement
with Beijing with a robust defence of
western interests and values. Mr
Trump’s fulminations, sanctions and
threats have given Europeans an excuse
tododge the hard choices.

The unipolar moment — that brief
period after the end of the cold war
when it seemed the US could reshape
the world as it wished — has gone for-
ever. But Mr Trump’s presidency has
shown the destructive potential of an
American retreat from international
leadership. The offer allies make to a
President Biden should be one of part-
nership. Of course, Mr Trump might yet
win. But, in that case, all bets are off.

philip.stephens@ft.com

India’s entrenched societal violence has no fixed face

Shruti
Kapila

t took a pandemic to stop the pro-

tests in India. Since December, a

broad coalition of men, women and

students, along with lower-caste

groups, have joined Indian Muslims
in protesting against a Citizenship
Amendment Act that, in effect, legalises
religious discrimination. Widespread
demonstrations across India, notably in
the capital, Delhi, had broken Prime
Minister Narendra Modi’s long run of
unquestioned popularity.

Yetin March, with the announcement
of a national lockdown, the Supreme
Court directed protesters to vacate the
squares and streets they had been occu-
pying in largely peaceful resistance for
months. One of the most striking images
from this protest is that of a young man
pointing a pistol at a large gathering
of peaceful protesters in plain sight of
an equally large number of police.

Ever keen on (favourable) compari-
sons with the west, and especially the
US, Indian social media is now abuzz
contrasting the protests in the world’s
largest and most powerful democracies.
As soon as pockets of looting in the US’s
antiracism protests made headlines,
thinly veiled cultural superiority shot
through the debate.

Observations were made about the
peaceful and stoical nature of even the
most oppressed in Indian society,
namely the Dalits, or “untouchables”.
The commentariat wondered aloud
why Indians with a passionate political
culture have never raised their collec-
tive voice against their own police force,
especially one widely thought to be
heavy-handed to the point of brutal and
corrupt. Even Martin Luther King’s
message of non-violence was Indianised
inits attribution to Gandhi’s influence.

The protests in the US and India cer-
tainly invite comparison. While India
and the US have leaders who exemplify
the age of the strongman, the resistance
and rage in their streets, squares and,
indeed, on their screens are also instruc-
tive. Mr Modi and Donald Trump may

be spitting political images, but the
protests throw their countries’ differ-
encesintorelief.

Is India really as inherently peaceful
as its social media warriors opine? The
police have represented oppression and
violence in Indian popular culture,
especially cinema, for decades. Yet even
as the policeman’s baton is flagrantly
wielded and custodial torture, or even
death, remain salient facts of life, the

Even as the policeman’s
baton is flagrantly wielded,
the force has never been
the target of public protest

police have never been the target of
public protest. Are Indian protesters too
terrified or too respectful of the police?
The question of violence and its vis-
ibility in Indian society was addressed
not by Gandhi but by his nemesis and
political rival, the Dalit leader B R
Ambedkar. On the eve of India’s parti-
tion in 1947, as civil war raged between

Hindus and Muslims, Ambedkar held to
the view that theirs was an antagonism
born of competition to wield power. The
real violence in Indian society was as
pervasive as it was invisible, he said,
occurring between upper castes and
untouchables and legitimised via ritual
and religion.

Ambedkar went as far as to write that
“the Nazis had indeed a great deal to
learn from the Hindus. If they had
adopted the technique of suppressing
the masses devised by the Hindus, they
would have been able to crush the Jews
without open cruelty and would have
also exhibited themselves as humane
masters”. Disarmed and separated from
social and economic life, caste violence
against untouchables was systemic to
the point of becoming invisible.

Ambedkar tried to legally force castes
to face each other in a relationship
forged by affirmative action. Reserva-
tions, as the policy of affirmative action
is called in India, aimed to redirect caste
antagonism into the institutionalised
contestation of politics. This has created
democratic competition among caste
groups and their parties as inequity

remains entrenched. Today, the sharp
edge of the state is directed against
Indian Muslims, as the aborted protests
make clear. There is no longer a choice
to be made between the Muslim and the
Dalit in terms of social vulnerability.
The diversity of the oppressed in India
makes political coalitions of resistance
friable and contingent. Meanwhile,
the police force has remained a steadfast
presence in India’s history of change.
Since its creation by colonial rulers,
with the aim of enforcing order and
depoliticising Indians, it remains unre-
formed, tethered to the political mas-
tersofthe day.

Indian protesters are neither pliant
nor polite. Yet, aware the police are only
doing the dirty work of political parties
and the establishment of the day, pro-
testers focus their ire against politicians.
The police are therefore almost always
reviled but never given the political sta-
tus of enemy. The uniformed man with
the baton, for the protester in India, is
therefore rightly ignored.

The writer teaches Indian history and global
political thought at Cambridge university

Covid-19

debt relief
must be tied to
transparency

Jon
Temin

he Covid-19 pandemic has

prompted calls to postpone

debt payments by low-

income countries and even-

tually forgive much of the
debt entirely. Some 300 global law-
makers are asking the World Bank and
IMF to cancel the debt now because
delaying payments until the end of the
year will not be enough.

Their sense of urgency is justified —
the economic impact of the pandemic
threatens to be devastating. But if debt
relief is to be effective, citizens must be
able to see that their governments are
spending the money saved in the public
interest, including on public health, and
hold leaders to account for mismanage-
ment and corruption. No government
can be trusted to expend public
resources effectively without oversight.

This is where creditors can come in.
Creditor nations and international lend-
ers should tie further debt relief to genu-
ine fiscal transparency. The goal is not
for creditors to control the spending of
funds diverted from debt service, but to
allow citizens to judge for themselves
howtheir resources are being deployed.

Critics may argue that it is unfair to
ask for such transparency in the face ofa
crisis, especially if it creates a time-con-
suming extra hurdle. Yet Covid-19 has
already shown that an effective response
depends on bonds of trust between gov-
ernments and citizens. When this confi-
dence is lost, responses to the pandemic
can become confused and counterpro-
ductive. A budget is a statement of gov-
ernment priorities, so allowing citizens
to see spending plans and track actual

Citizens ought to judge
how well the freed-up
money is being deploved
by their governments

appropriations will build faith that
elected officials are working in their
interests. In addition, if there is minimal
oversight and governments misuse
reclaimed funds, that will further
imperil their financial standing and
increase the cost of future borrowing.

creditors should tailor their requests
of countries seeking debt relief, depend-
ing on the circumstances. At a mini-
mum, government budgets need to be
fully in the public domain and easily
accessible, especially to independent
media. Human rights organisations
recently recommended that state
spending on Covid-19 be tied to account-
ability in public procurement, auditing
by independent monitors, and strength-
ening of anti-corruption and anti-
money laundering frameworks. Coun-
tries should be asked to establish inde-
pendent spending oversight bodies or
join the Open Government Partnership
or Open Contracting Partnership.

Some governments have already
developed innovative tools for tracking
coronavirus expenditures. A website
developed by the government of Para-
guay allows citizens to visualise and
track public expenditures and engage
directly with public officials. Non-profit
groups are also creating innovative
mechanisms and social media cam-
paigns to track health interventions in
several African countries. Ideally, the
transparency measures requested by
creditors would apply across the board,
not only to pandemic-related expend-
itures. Otherwise it would be easy for
governments with something to hide to
create the appearance but not the real-
ity of transparency.

Low-income countries also owe bil-
lions of dollars to private creditors who
may have less interest in improved
transparency. Saudi Arabia’s finance
minister, currently serving as chair of
the G20 finance track, recently
appealed to private creditors to partici-
pate in debt-relief efforts, and other
influential leaders should join the call.

Any movement toward linking debt
relief to fiscal transparency will require
concerted, co-ordinated international
leadership, which is painfully difficult to
find. But as long as Covid-19 persists in
any corner of the world, everyone is at
risk. Debt relief that allows low-income
countries to devote more resources to
fighting the pandemicis urgently needed
— and a new commitment to transpar-
ency will ensure that the reclaimed
resources are used for the common good.

The writer directs Africa programmes at
Freedom House
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Just Eat/Grubhub:
hunger games

Binge-eating is never a good idea. But
try telling that to Just Eat Takeaway.

The European food delivery
company, created just months earlier
by the merger of the UK’s Just Eat and
the Netherlands’ Takeaway.com, is now
gobbling up US deliverer Grubhub. A
deal would give it a foothold in the US.
However, with little in the way of
synergy or cost-saving, Just Eat risks
biting off more than it can chew.

Under the terms of the all-stock deal,
Just Eat is paying about $75.15 per
share, or $7.3bn for Grubhub. This falls
to about $6.3bn after taking account of
213 per cent fall in Just Eat’s share
price since Tuesday night. But even
this still represents a 40 per cent
premium to Grubhub’s share on May
11, the day before news about a
potential tie-up with Uber Eats broke.

That premium will not be justified by
savings, given the lack of geographic
overlap. Grubhub only operates in the
US. Just Eat has no presence there,
though it is the biggest takeaway player
in Canada. Additional network effects,
where one client base helps grow
another, will also be limited.

The deal creates the largest food
delivery company outside China —
with combined 2019 revenues of
€2.7bn — by moving Just Eat into a
fiercely competitive market. While
stay-at-home directives have boosted
demand for food delivery services,
profits remain elusive. Grubhub, once
profitable, has seen its market share
and margins steadily eroded by the
likes of Uber Eats, DoorDash and
Postmates. The ebitda margin, once as
high as 26 per cent fell to 6.1 per cent in
2019, according to Capital IQ data. It
racked up a net loss of $18.6m last year
and reported a further loss of $33m in
the first quarter.

In this context, a deal may ultimately
make more sense for Grubhub than
Just Eat. To compete, Grubhub needs
to ramp up spending on subsidies.
Joining forces with Just Eat will allow it
to tap a bigger war chest. This explains
why Grubhub is willing to accept only
30 per cent control of the combined
company even though it accounted for
more than 40 per cent of its 2019
revenue and adjusted ebitda.

In the cut-throat US food delivery
market, consolidation is the best way

to improve profitability. Just Eat, by
buying Grubhub, does not change the
dynamics of this. It does, however, put
Uber Eats, which was in talks to buy
Grubhub, on the defensive.

Let the food fight begin.

Japan banks/Mizuho:
risk spree

Japan's banks are in a bind. Existing
structural challenges are being
amplified by a pandemic and a
recession. Desperate efforts to plump
up compressed profit margins have
pushed some, like Mizuho, to turn to
riskier loans.

The country’s third-largest bank
wants to expand aggressively its riskier
mezzanine — a convertible bond-like
hybrid of debt and equity financing —
business. The pandemic has boosted
demand for funding overall as
companies scramble for cash. Lending
by Japan’s biggest banks rose by 3.4 per
cent in April — the fastest pace in over
adecade.

It is hard to blame Mizuho for this
shift in strategy. About three-quarters
of all local bank loans earn less than 1
per cent in interest. Mizuho's lacklustre
performance in the first quarter will
have added urgency. The bank already
expects ¥200bn of credit-related costs
for the current fiscal year, forcing it to
cut its earnings outlook.

Historically, corporate default rates
have been low in Japan, making the
higher returns from mezzanine and
equity financing seem appealing.
During normal times, Mizuho could
risk some financings turning bad.

Yet, the challenges are not normal.
The global high-yield bond default rate
rose to 4.8 per cent in May, 70 basis
points above the 20-year mean, says
Moody’s. Japan’s economy should
shrink 22 per cent during the second
quarter. Sharp declines in capital
investment and consumer spending
mean more pain ahead.

Nomura made a similar shift in the
past but has reversed this. Losses from
leveraged financing in its March-
ending quarter contributed to the
bank’s first net loss in over a year.

Mizuho's price-to-book ratio of just
0.4 times, a fifth below Nomura’s,
suggests that the market has little faith
in the rest of Mizuho's asset base,
anyway. During times like these, higher

. . pe .
Unilever unification: soap saga
London is Unilever's most liquid market, the bulk of ifs frading is there — even if 55 per cent of shares are in
the Dutch-listed enfity. Unification of the dual Anglo-Dutch corporate structure is due to complete at the end
of this year, pending shareholder approval. Unilever has underperformed its peers in the past year or so
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Two years after Unilever sparked a
Marmite moment, by seeking to
unify its Anglo-Dutch corporate
structure, it is having another go. The
first attempt, which would have
brought the consumer goods group
under a single Rotterdam entity, was
hated in the UK. Shareholders fretted
that the consumer goods maker
would be dropped from FTSE indices;
politicians, sensitive to the new
reality of Brexit Britain, wailed about
job losses. This time Unilever hopes
to win round dissenters by plumping
for a UK holding company.

Chances for success are high. Dutch
shareholders, comprising 55 per cent
of the combined market
capitalisation, have less cause to fret.
Unilever — which has learnt its

risk will not always bring higher
returns for lenders. That holds true for
their investors, too.

Centrica:
pipe themes

It is hard to believe that Centrica once
owned a credit card company, a
telecoms operator and the AA, the UK
motoring association.

It might well miss those days. In the
decades since, the struggling gas utility
has focused on its energy business, it
has slashed its dividend and dropped
out of the FTSE 100.

An accelerated restructuring plan
from new chief executive Chris O’Shea
announced yesterday only serves to

lessons well — will retain a Dutch
listing and expects to remain in that
market index. It has also chipped back
some of the Dutch poison pill
mechanisms, narrowing the gap with
the more takeover-friendly UK entity.

As with two years ago, the approval
threshold is lower for Dutch
shareholders. The Dutch government
has exacted a couple of fairly anodyne
commitments.

Unification makes abundant sense.
Shares on the two bourses have traded
much in lockstep (adjusting for
currency). London is the more liquid of
the two exchanges. The dual corporate
structure, like that of fellow Anglo-
Dutch hybrid Royal Dutch Shell, was a
legacy of a long-ago merger. It is messy,
adds an unnecessary complexity and

keep the company’s lights on. Centrica
will scrap half of its 40-strong
leadership team and 5,000 jobs in total.

But the biggest risk remains a costly
downgrade to the group’s £5bn debt
pile currently sitting two notches above
junk. Lower demand for power will put
pressure on the profits servicing the
debt.

Large exposure to retail — more than
half of operating profits last year —
partly explains why its already
depressed shares are off by more than
half this year. Bulls counter that its
smaller supplier rivals will suffer too.
Just 54 remain, out of 65 in 2017, which
should reduce customer churn. But
that process could take a long time.

Earnings could fall by half this year.
Customer payment delays would drain
cash flow. Analysts at Jefferies reckon

inhibits dealmaking by landing US
shareholders with a tax bill.

To really turn the tide, Unilever
will need to follow through on its
mantra of simplification. It still holds
significant shares in a dozen listed
subsidiaries, the biggest of which is
India’s Hindustan Unilever.
Intellectual property, now residing
among various places in Europe and
for which royalties are paid by more
far-flung units, will be more neatly
stacked. Broadly, that means food
and refreshment in Rotterdam, home
care and beauty in London.

Investors have lost appetite for
Unilever, once a must-have staple, in
recent years. A clean-up would help it
shine again. Unravelling a 90-year-
old structure is a good place to start.

on up to £1bn in working capital
outflows.

Crucially, funds from operations
relative to net debt could fall below the
30 per cent threshold required to
maintain the BBB rating.

UK natural gas prices at under 13p
per therm wallow near all-time lows.
Centrica’s plan to sell its oil and gas
production business, which ate up 70
per cent of investment last year, has
been shelved because of low
commodity prices.

Reducing net debt, by selling its
stakes in nuclear energy plants, worth
perhaps £650m, or even its North
American energy supply business, isa
necessity, not an option.

Short of that, the risk of another cash
call looms — something shareholders
will not abide.
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Pershing Square:
spac-man

Bill Ackman has as much credibility on
‘Wall Street as ever. His investment
vehicle, Pershing Square Capital
Management, is up 33 per cent this
year up to May. He deftly played the
market slide well early in the
coronavirus panic, and hopes his
goodwill with investors holds. He plans
to launch a blank-cheque vehicle that
could raise a war chest of $1bn to
purchase a business.

He has successfully backed so-called
special purpose acquisition vehicles
before, notably when he bought and
then flipped Burger King in 2014.
Recently, plenty of others have tapped
ared-hot market for spacs. Mr Ackman
is smart to jump back in.

The majority of US initial public
offerings this year could be described
as highly speculative. Either they have
been early-stage biotechs, or blank-
cheque companies. For the latter,
sponsors have raised cash and have two
years to find an acquisition candidate
ready to be listed on the public market.

The deals that blank-cheque
sponsors have assembled will have
quickened the heartbeat of Mr
Ackman. Shares of DraftKings, the
sport betting app, have quadrupled
since it was acquired by a spac in late
December. Nikola, a clean-energy
truckmaker that is taking on Tesla, has
just closed its merger. Its market
capitalisation is close to $30bn. Yet
Nikola has no plans to exceed $1bn of
revenue until 2023.

Spacsponsors, such as Mr Ackman,
typically receive about a fifth of the
company in exchange for finding a
target. An out-turn like Nikola’s could
be worth billions. The advantage of
spac acquisitions is that, as with
DraftKings and Nikola, they can attract
other deep-pocketed investors willing
to make a leveraged bet using financial
Mr Ackman will feel a superhero
moment coming. A billion-dollar raise
by him would be one of the biggest
spacs created, and the foundation for a
massive reverse merger. Those dark
days of March seem like long ago.

Lex on the web
For notes on today’s breaking
stories go to www.fr.com/lex
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